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The Royal Bank of Canada 
Building, part of the busy Place 
Ville Marie business and shop- 
ping complex in downtown 
Montreal, houses both the 
Royal’s Corporate Headquar- 


ters and Montreal Main Branch. 


CORPORATE PROFILE 


The Royal Bank of Canada, chartered in 1869, is Canada’s largest 
chartered bank, with assets at the end of fiscal 1985 of $96 billion. Two 
fundamental goals have always been paramount: excellence in banking 
service across Canada and vigorous participation in international finan- 
cial markets. 

The Royal Bank's extensive network of branches, subsidiaries and 
affiliates comprises more than 1680 operating units in 44 countries. One 
of the world’s largest retail banks, the Royal is also North America’s fifth 
largest bank overall. | 

Corporate Headquarters is in Montreal, with certain head office func- 
tions in Toronto, Winnipeg and Calgary. To bring prompt decision-making 
close to clients, the Bank’s operations are managed through 11 regional 
headquarters, seven across Canada and four in major world financial 
centres. | 

The Bank's domestic operations include 900 electronic Personal Touch 
Banking machines and a network of 1440 branches serving individuals, 
businesses and communities across the country, many specializing in 
particular market sectors. 

The Bank’s international operations account for more than a third of its 
assets. Global coverage is provided by more than 240 commercial, 
wholesale, merchant banking and retail operating units and through 
more than 5,000 correspondent banking relationships in nearly every 
country in the world. 

The Royal Bank is a leader in the application of new technologies for 
efficient operational management and in making possible a variety of 
sophisticated new services. 

Royal Bank management believes that success is best achieved 
through providing the highest quality retail and wholesale banking 
services where clients need them. To that end, the Bank focuses on 
the selection, training and development of its staff and puts a heavy 
premium upon responsiveness, innovation, skill and knowledge, as 
well as judgement, integrity and the highest standards of ethics and 


social responsibility. 
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MESSAGE 


To say that 1985 was a turbulent year in the financial services 
industry in Canada and abroad may sound like old news. Yet, 
once again, '’turbulence”’ is the word which most accurately 
describes the business, economic and political environment in 
which The Royal Bank of Canada operated during the past year 
—and in which it continues to operate. Indeed, turbulence has 
become ‘‘normal'’. What changes year by year are the details. 

In reviewing 1985, what comes to mind first, of course, is 
that Canada saw its first two bank failures in half a century — 
dramatic events which drew public attention forcibly to the 
financial industry, and created problems of public confidence 
for anumber of otherwise sound institutions. These matters 
were widely publicized, discussed and debated, not always in 
well-informed and balanced ways. 

As the debate has unfolded, more facts have become known 
and some balance has been restored. It has come to be recog- 
nized that such problems are not unique to Canada. And 
there is a growing realization not only that the failed institu- 
tions represented less than one per cent of Canadian bank 
assets, but that unique circumstances at these institutions 
played an important part. To be sure, these events underline 
the need for a careful review of the effectiveness of govern- 
ment regulation and supervision. But this comes as no 
surprise to anyone considering the future implications of 
pervasive change in the financial services industry all around 
the world. In the end, confidence in the major national banks 
in Canada has remained strong, at home and internationally. 

These events highlight a fundamental point: the overriding 
importance of public confidence in deposit-taking institutions. 
Confidence, in the end, cannot be assumed, or manufactured. 
It must be earned by a track record of prudential manage- 
ment — the most basic element of customer service for a 


financial intermediary. 


TO SHAREHOLDERS 


Turbulence can be trying, but it can also be evidence of 
healthy competition and dynamism in the marketplace. Last 
year again, financial institutions continued to innovate and 
diversify into new markets. Product lines evolved, service 
delivery was enhanced, and technology was used in ever- 
more imaginative ways ~—all in response to the changing needs 
of clients: be they individuals, business entrepreneurs, corpo- 
rate treasurers or government finance authorities. Customers 
are the ultimate beneficiaries. 

Serving customers well remains the heart of the Royal Bank's 
mission. It is the basic reason for everything else we do. 
Traditionally, attention to customer needs, the ‘‘personal touch", 
has been a strong point at the Royal. It remains a constant. All 
our efforts to preserve the Bank's financial soundness, man- 
age costs, improve productivity, devise and introduce new 
products, new service-delivery methods and new technol- 
ogy —as well as to make continuing investments in staff 
training —all are ultimately aimed at one primary goal: serving 
customers’ needs well. 

We believe the ensuing pages of this Annual Report illus- 
trate many of the ways in which our basic philosophy pays 
off. Certainly, the Royal Bank again in fiscal 1985 demon- 
strated its strength and ability to weather the hazards ofa 
turbulent environment. On the whole, the Bank ended the 
year in a better financial position than at any time since the 
onset of the recession in 1982. Profitability, while still below 
the targets we have set for ourselves, remained at a satisfac- 
tory level. Loan loss experience declined for the second year 
in a row, and the Bank's capital base again expanded. 

But financial indicators, while important, do not tell the 
whole story. The Royal's strength springs ultimately from a 
consistent track record of service to customers. The Royal is 
not only Canada's largest financial institution, it is one of the 
country’s largest and most respected service businesses. Pub- 
lic confidence, financial soundness and an earned reputation 


for high-quality customer service are mutually-reinforcing. 


Take, for example, an important source of the Bank's 
financial strength —the $35 billion in core consumer deposits 
in Canada which are a key ''stabilizer"’ of the Bank's funding 
base. The Royal had the financial capacity to pay more than $2 
billion in interest on those deposits in 1985. These payments 
represented competitive rates of interest on personal savings. 
But consumer deposits are not just attracted by interest rates. 
They come to us, and stay with us, because of the quality and 
convenience of the service provided through our network of 
branches and Personal Touch Banking machines. 

Another example of the interdependence of financial and 
service capabilities is found in the assistance being provided 
to troubled borrowers — those with realistic prospects of long- 
term viability. The Bank had the strength to absorb substan- 
tial loan losses in recent years, while at the same time 
mobilizing hundreds of account managers and credit officers 
to spend thousands of hours working to help clients survive 
by reviewing their operations, restructuring loans and 
rescheduling payment terms. 

Clearly, dedication to serving customers well, in today's 
context, has a broad meaning. Traditionally, it was often 
assumed to mean primarily the quality and courtesy of 
face-to-face contact in a branch. That may have been the 
major factor, indeed, when customer needs, banking services, 
delivery methods and the economy as a whole were all 
essentially stable. Today, it is perhaps a sign of the times that 
the Royal's '‘personal touch" must apply not only across the 
counter but also via our network of banking machines—and 
especially by way of the convenience, usefulness and reason- 
able cost of the huge variety of services offered. 

The unchanging constant is this: serving well means giving 


customers good value for their money. 


Delivering such value today requires supporting retail 
branch staff, corporate account managers, merchant bankers, 
money-market traders —all those in direct contact with the 
marketplace — with enormous resources of money, equipment, 
organization and knowledge. It also requires unremitting 
attention to many of the strategic priorities discussed in past 
Annual Reports. 

Among these is productivity improvement, which allows us 
to deliver more value for the price of a service, whether that 
price is a fee, a service charge or an interest-rate quotation. 
Another is product innovation which, far from being an end in 
itself, is aimed at anticipating changing customer needs. Our 
massive investment in technology also adds value by making 
service delivery more convenient, by making some new 
services possible, and by containing cost increases. 

Of course, the Bank's continuing investment in its most 
important dimension — people —training them on the job and in 
the classroom, providing them with competitive compensa- 
tion and progressive personnel policies and practices —is 
aimed in the end at assuring that good service is delivered 
knowledgeably and with sensitivity to the customer. 

Finally, the pursuit of profit, for the Bank and for share- 
holders, is intimately linked to our mission of serving cus- 
tomers well. In the extreme case, the absence of profit would 
eliminate the organization's capacity to meet anyone's 
needs —customer, shareholder or employee. Profit is an essen- 
tial condition of continuance. As well, profitability is a signal 
that value is being provided, in the eyes of the people who 
purchase our services. And, in a turbulent world, profit is the 
ultimate source of financial soundness —the staying power 
which provides the foundation for consistently being capable 


of doing our job in society well. 


CLE 
R.C. Frazee 


Chairman and Chief Executive Officer 


GV Biel an 


A.R. Taylor 
President and Chief Operating Officer 


The financial service needs 
of the Royal Bank's cus- 
tomers — worldwide —are 
rapidly changing and grow- 
ing. Both consumer and cor- 
porate treasurer are keenly 
aware of the value of money 
and have become more 
knowledgeable about how to 
manage it. At the same time, 
their range of choice is broad- 
ening as technology, financ- 
ing techniques and marketing 
approaches become more 
sophisticated. Customers are 
benefitting from intense com- 
petition among financial insti- 
tutions of every description 
— not just commercial banks, 
but merchant banks and 
trust, insurance, credit card, 
securities brokerage, retail 
merchandising and other 
companies. 

The Royal Bank's approach 
to this competitive market- 


place is to focus, first and 


OPERATIONAL REVIEW 


foremost, on customers and 
their needs. Today, this 
means more than attention to 
people, traditionally a strong 
point at the Royal. It also 
means constant innovation — 
in products, marketing, ser- 
vice delivery, technology and 
staff training — to anticipate 
changing custome: needs. 
Highly diversified markets 
require a corresponding 
degree of specialization 
within the Bank, to ensure 
that the right services are 
delivered to the right people 
at the right time. 

This specialization is 
reflected in the Bank's organi- 
zation. Domestic Banking 
serves most Canadian clients, 
while the International and 
Corporate Banking group 
operates the Bank's interna- 
tional network, provides mer- 
chant banking service and 
focuses on the largest institu- 


tional, governmental and 


Dartmouth homeowners Sandy 


and Heather Millar are served in 
their local branch by Royal 
mortgage officer Wanetta Sher- 
man (R, above). She is backed 


by a mortgage team including 


multinational corporate 
clients. Treasury and Money 
Markets Division supports all 
these operations —and serves 
clients directly —through its 
funds gathering, liquidity 
management and trading 
activities in Canada and 
around the world. Corporate 
staff departments such as Per- 
sonnel and Control and 
Financial Planning give bank- 
wide support —as does the 
Operations and Systems 
department, by developing 
advanced financial-services 
technology, providing data 
processing service in 25 coun- 
tries and operating a growing 
world-wide communications 


network. 


Domestic Banking 

In Canada, the Bank's opera- 
tions are segmented into mar- 
ket-oriented groups. Retail 
Banking serves consumers, 
independent business 


and agriculture. Commer- 


Terry Lennox (L, above), who 


manages her Dartmouth mort- 


gage centre, and Brad Jollimore, 


Atlantic provinces mortgage 
and consumer credit manager, 


seen checking new home site. 


cial Banking and National 
Accounts serves both 
medium-sized and larger — 
national corporations. Global 
Energy and Minerals focuses 
on the energy and natural 
resources sector. In addition, 
large Canadian multination- 
als are served by the World 
Corporate Banking Division. 
Retail Banking serves 
about 6.5 million Canadian 
consumers, ranging from 
teenagers to young urban pro- 
fessionals, small-town pen- 
sioners and wealthy private 
banking clients. These people 
have access to dozens of 
financial-service '’prod- 
ucts’’—more than 20 deposit 
accounts and investment 
instruments, a growing array 
of personal credit and mort- 
gage options, safekeeping, 
payments processing and, not 
least, timely provision of reli- 


able account information. 


SAN D YAN Dae E ATH ES MILLAR 


DARTMOUTH, NOVA SCOTIA 


When Sandy and Heather Millar (also on opposite 


page) moved to Dartmouth from Guelph, Ont., several 


years ago, they maintained their personal banking 
relationship with the Royal. They also bought a home, 
with a trust company mortgage. When the Royal’s 

new mortgage switching option was announced, it 
caught the Millars’ interest, as their mortgage was 
coming up for renewal. Centralizing their financial 
affairs with the Royal Bank made sense to the 


Millars—as it has to thousands of others this year. 


SEN CLA TR AND FRED RIC A Pomc Eb e 


SOOKE, BRITISH COLUMBIA 


Snoked salmon at Sooke Harbour House Inn and 


Restaurant, on scenic Vancouver Island, has become 
a treat for West Coast tourists. Behind this success 
story are entrepreneurs Sinclair and Fredrica Philip, 
who bought and renovated an older restaurant six 
years ago. The Royal has supported them from the 
start, combining local branch service with financing 
and management counsel provided by independent 


business specialists based in nearby Victoria. 


That range of choice is 
enhanced by convenient 
access to service —through 
1,440 branches and 900 Per- 
sonal Touch Banking (PTB) 
machines in 740 communities 
from Labrador to Vancouver 
Island, downtown Toronto to 
the Yukon. Most basic bank- 
ing transactions can be car- 
ried out at any time of the day 
or night, seven days a week, 
through the PTB network. 

The Bank's branch net- 
work, reinforced by special- 
ized electronic systems, is 
used by retail account man- 
agers to deliver service to 
150,000 independent busi- 
ness clients and 80,000 farm- 

ers. The network is also used 
| by our commercial and world 
corporate bankers to serve 
thousands of medium-sized, 
national and multinational 


businesses in Canada. 


Specialized credit products 
for each non-personal sector 
are complemented by such 
services as: electronic cash 
management;foreign exchange 
and related services from 
seven regional treasury units; 
trade finance; computerized 
cash flow and financial plan- 
ning programs for farmers. 

In 1985, the Bank improved 
or maintained its dominant 
market share in Retail Bank- 
ing markets. Personal loans, 
mortgages and credit card 
operations all grew strongly, 
again contributing solidly to 
overall earnings. Indepen- 
dent business clients, as a 
group, have forged ahead 
since the shock of recession, 
improving loan quality and 
producing healthy loan 
growth in stronger sectors. 
Most farm clients continue to 
weather agriculture’s severe 
cost-price squeeze and the 


Bank is emphasizing efficient 


Ron Rowan, one of the Royal’s 


independent business account 
managers in Victoria, B.C., 
often visits Sinclair Philip (also 
on opposite page) at his thriv- 


ing restaurant in nearby Sooke. 


financial management as the 
key to long-term viability. 
Commercial and corporate 
credit demand was soft, as in 
the previous two years. How- 
ever, growth was evident ina 
number of fee-based services, 
especially electronic cash 
management and treasury 


services. 


Personal Banking 

To anticipate the changing 
needs of Canadian consumers, 
the Bank constantly gathers 
information on what specific 
groups of customers want 
and need. The knowledge 
and experience of staff are 
supplemented by market 
research —among the most 
extensive conducted by any 
North American financial 
institution. This has assisted 
the Bank in developing prod- 
ucts, targeting specific mar- 
kets, planning the expansion 
of its electronic banking net- 
work and improving service 


standards. 


Philip (L, above) and Rowan 


review the restaurant’s finan- 
cial records at the local branch, 
where the Philips do their day- 


to-day banking business. 


The Bank has, for example, 
moved decisively to meet cus- 
tomer demand for flexible 
payment options on personal 
and mortgage loans. Recent 
improvements to our mort- 
gage package include flat-fee 
mortgage appraisal/applica- 
tion, flat-fee mortgage switch- 
ing and portable mortgages. 
Market response has been 
favourable. The residential 
mortgage portfolio—already 
the largest in the country — 
grew at arecord annual rate 
of more than 18% in 1985. 
During the first 12 months of 
the switching program alone, 
more than 10,000 home- 
owners brought their existing 
mortgages to the Royal. 

The Buy-Back Car Loan 
program, launched in 1984 
and expanded last year to 
include recent-model used 
cars, met with similar market 


response. Overall, the entire 


11 


12 


car loan portfolio grew by 
30% on a year-over-year 
basis and one quarter of Buy- 
Back loans were made to new 
clients. Our package is 
unique in Canada. 

The Bank also offers 
specific customer groups 
comprehensive service. For 
example, Royal V.I.P. Service 
is aimed at clients with more 
sophisticated financial needs. 
For a monthly flat fee, Royal 
V.LP. provides a variety of 
services including Premier 
Visa card, Gold Client Card, 
personal credit lines, unlim- 
ited chequing, overdraft pro- 
tection and bill payment. Also 
designed to serve customers 
with more sophisticated 
banking needs are the Royal's 
private and executive bank- 
ing centres, in Vancouver, 
Calgary, Winnipeg, Toronto 


and Montreal. 


Aggressive product devel- 
opment and marketing are 
being reinforced by efforts to 
provide faster, more efficient 
and higher quality service in 
branches. This, of course, 
rests primarily on staff knowl- 
edge and participation. In 
1985, the Bank continued to 
give high priority to training 
so as to enhance marketing, 
customer service and man- 
agement skills. The Bank's 
video information network, 
used for product introduction 
and promotion, as well as 
training, was doubled in size. 
In several regions, service 
quality programs were imple- 
mented. Ontario branch staff 
were encouraged to define 
their own ‘service excel- 
lence"' goals, post them pub- 
licly and actively seek client 
reactions. Meanwhile, similar 
service improvement pro- 
grams were introduced in 
British Columbia and Alberta. 

These steps are being rein- 


forced by modifications to the 


Grain and livestock farmer 


Harold Wass (L, above) dis- 
cusses his plans with Rob 
Fisher, one of 14 Royal agrolo- 


gists in Saskatchewan. Fisher 


branch network, designed to 
place more decision-making 
authority closer to the mar- 
ketplace and cut down on 
back room paperwork by cen- 
tralizing certain administra- 
tive tasks. Increased use of 
electronic technology also 
enabled front-line staff to 
concentrate more on selling 
and serving. 

Electronic banking is itself 
improving the convenience — 
and quality —of service and is 
extremely popular with Cana- 
dians. Four years ago, the 
Royal had 223 Personal 
Touch Banking machines and 
each was used an average of 
3,200 times per month. 
Today, we have 900 PTBs, 
each one handling an average 
of 10,000 transactions per 
month. 

In 1985, the Royal linked 
its PTB network with Plus 
System, Inc. in the United 


States, giving our three 


teams up with Kelly Price 
(seated), manager of the nearby 
Qu’Appelle branch, who 
reviews print-outs from the 
Bank’s computerized Farmchek 
system with Wass, helping 


to assess his financial needs. 


million cardholders access ‘ 
to some 6,000 automated 
banking machines in 47 states. 
Another 2,500 machines are 
becoming available to our 
clients when a Canadian 
shared banking machine 
network, Interac, starts 
operation in early 1986. 

For Visa merchants, we 
have streamlined the way 
credit card transactions are 
authorized and documented 
for payment. By year-end, 
some 3,400 retailers were 
using 4,000 Royal Bank auto- 
mated authorization termi- 
nals to approve credit card 
transactions at their stores. 
We also successfully tested an 
electronic draft capture sys- 
tem with stores in the Toronto 
area. This system will record 
payment information on 
credit card transactions and 
make automatic deposits to 
the merchant's account. All 


these advances are laying the 


HAROLD. WA Sas 


McLEAN, SASKATCHEWAN 


From a start as a teenager renting a modest acreage, 


Harold Wass has progressed to running a 2400-acre 
grain and livestock farm with his wife and sons. Itisa 
complex, financially demanding business that calls 
for efficient management. The Royal helps witha 
range of services, including Farmchek, our computer- 
ized cash flow monitoring program. With Farmchek 
print-outs, convenient service from the local branch 
and regular visits from a Royal agrologist, Wass has 
financial management tools to match the quality of 


his crops—wheat, oats and barley. 


JOY PeeADWELL 


KLEINBURG, ONTARIO 
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Lion nee Royal client Joy Treadwell understands 
the importance of both pleasant personal service and 
good financial management from her experience as a 
tour guide, and now as accounting assistant at the 
McMichael Canadian Collection. Home of the 
renowned Group of Seven paintings, the gallery isin 
Kleinburg, Ont., near Toronto. Aftera 20-year rela- 
tionship with the Kleinburg branch, she responded 
favourably when the nine-person staff publicly 
posted service goals and asked for customers’ com- 


ments as part of a ‘‘service excellence’’ program. 


groundwork for an electronic 
funds transfer system at the 
point of sale. 

While technology improves 
convenience, marketing 
helps customers learn about 
our services. In 1985, the 
Royal stepped up its telemar- 
keting and direct mail activi- 
ties. These methods, based on 
well-organized information 
about our client relation- 
ships, allow staff to direct 
specific services to clients 
most likely to be interested. 
Similarly, a pensioner sales 
force was set up to market 
retirement investment 
products. 

Another area of ''value- 
added" service to consumers 

‘is personal and family money 
management education, a 
field in which the Bank was a 
pioneer. In 1985, we launched 


a new series of consumer 


information booklets known 
as ''Your Money Matters". 
Designed to provide Cana- 
dians with a basic knowledge 
of budgeting, buying a home, 
investments and retirement 
planning, the four booklets 
have received an enthusiastic 
response from the media and 
the public. 

This effort is among 
numerous public relations, 
consumer affairs and corpo- 
rate participation programs 
sponsored by the Bank. These 
run the gamut from a chil- 
dren's book on banking to 
financial support for cultural 
groups and corporate involve- 
ment in major endeavours 
like Expo 86. We are the expo- 
sition’s official bank, the 
exclusive Canadian sales 
agent for three-day Expo 
passes and will have the only 
on-site banking facilities. 
With Expo, the Bank is co- 
sponsoring the World Festival 
of the Performing Arts, to be 


held during the exposition. 


Personal banking customer Joy 


Treadwell (R, above) gives her 
views on service quality by 
filling out a special comment 
form at her local branch in 


Kleinburg, Ont. 


Independent Business 
Independent businesses 
employ almost half of Cana- 
dians working in the private 
sector and generate more 
than 20 per cent of the coun- 
try’s sales and pre-tax profits. 
In 1985, 90,000 new busi- 
nesses were started. 

The Royal serves one in 
every four independent busi- 
nesses in Canada. These 
clients represent 90% of our 
domestic business connec- 
tions and use a range of more 
than 80 banking services. 
Many start from scratch — 
they have skill and drive but 
often lack business manage- 
ment experience and suffi- 
cient start-up funds. Products 
and staff must be mobilized to 
serve them at that early stage 
when they choose their bank. 

The Royal is organized to 
serve independent business 
as a distinct group — to attract 
them at the start and to 


ensure they stay well served 


AS A BANK CUSTOMEI 


These things would 
PLUASE me 


Branch manager Al Armstrong 
meets with staff to review cus- 
tomer comments and discuss 
ways to improve as part of the 
Royal’s Ontario-wide “‘service 


excellence’”’ program. 


as they grow. Our bankers are 
keenly aware of the ''bridges"’ 
that are needed for clients 
between the different spe- 
cialty areas of Domestic 
Banking — personal, indepen- 
dent business and commercial. 
Many business clients 
begin their connection with 
us as personal banking cus- 
tomers. When starting a full- 
time enterprise, they cross 
smoothly to the independent 
business specialists in our 
branches. Later, successful, 
growth-oriented firms 
become larger commercial 
clients. During 1985, hun- 
dreds of these clients moved 
into the commercial category. 
The Royal has, over the years, 
grown with its customers, 
and it is well-recognized 
that the Bank ’’grows its own 


success stories’ 
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The Royal's stress on inde- 
pendent business has included 
specialized training for account 
managers and the development 
of innovative products —from 
special programs for profes- 
sionals, such as lawyers, doc- 
tors and accountants, to the 
newly developed Indepen- 
dent Business Services Plan. 
This provides clients with a 
selection of key services for a 
single monthly fee, eliminat- 
ing the multiplicity of charges 
which some entrepreneurs 
find irritating. 

For more than a decade, 
the Royal has been a leader in 


creating specialized educa- 


nal materials for indepen- 
dent business owners and 


lanagers. In 1974, we intro- 


luced the Your Business Mat- 


ters series of booklets ona 


variety of subjects including 
financial management, 


accounting and advertising. 


Last year, a guidebook on 
business succession planning, 
dealing with the sensitive 
subject of contingency plan- 
ning for death or disability, 
was added. This series has 
been strongly acclaimed by 
entrepreneurs for making a 
contribution to the viability 


of their businesses. 


Agriculture 

As Canada’s leading agricul- 
tural bank, the Royal is com- 
mitted to helping farm clients 
become better financial plan- 
ners and managers. This is 
the cornerstone, we believe, 
of any farmer's ability to deal 
successfully with the cyclical 
nature of farming. 

Our Winnipeg-based agri- 
cultural group has organized 
Farm Financial Management 
seminars over the past three 
years in selected rural com- 
munities. These seminars 


provide knowledge of basic 


David Pollock (R, above), the 


Royal’s vice-president respon- 
sible for Vancouver's Expo 86, 
chats with Desirée Gibson, 
head of an on-site branch near a 


preview centre that opened for 


financial management while 
encouraging both husband 
and wife to share responsibil- 
ity in running a farm. 
Agricultural banking prod- 
ucts are specifically designed 
to encourage sound financial 
management. During 1985, 
we further enhanced our 
unique cash-flow monitoring 
program, Farmchek, which 
allows farmers to track the 
expenses and receipts associ- 
ated with every farm item as 
part of their regular monthly 
banking routine. To promote 
Farmchek, a video program 
was produced for viewing at 
home or in the branch. 
Another major project 
involves the RoyFarm Finan- 
cial Planning Guide. This is 
the farm equivalent of the 
business budgeting process 
and provides farmers with 
essential information about 
their operations. The guide, 
which has been used by farm- 


ers for many years, will soon 


the summer of 1985 —a year in 
advance of Expo itself. Jeff 

NicNair (R, above), the exposi- 
tion’s vice-president, market- 
ing, and Pollock meet often to 


review progress. 


be available as micro-com- 
puter software, allowing 
thousands of computer- 
equipped farmers to auto- 
mate the often-tedious pro- 
cess of budgeting. Free copies 
of the software will be made 
available to the agricultural 
faculties of Canadian colleges 
and universities, where many 


farmers receive training. 


Commercial Banking and 
National Accounts 
Commercial Banking and 
National Accounts has the 
largest share of a market that 
includes 30,000 Canadian 
companies with sales exceed- 
ing $5 million, as well as pub- 
lic sector entities. In serving 
this widely diversified mar- 
ket, the Bank selects cus- 
tomers carefully and targets 
clientsectors with specialized 
programs. The success of this 


approach is underscored by a 


JE For Mc NAIR 


EXPO 86 
VANCOUVER, BRITISH COLUMBIA 


PrAtiractins millions of visitors to British Columbia’s 


futuristic Expo 86 this summer is the challenging task 
of Jeff McNair, the exposition’s vice-president, 
marketing. As Expo’s official bank, the Royal has 
been working hand-in-hand with Expo executives to 
ensure visitors have easy on-site access to banking 
service through four special retail branches and 16 
Personal Touch Banking machines. The Royal also 
provides P arnwercial banking services, including 
payroll and electronic cash management, to the 


Expo corporation. 


GERMAAN-LEC OURS 


DONOHUE INC. 
QUEBEC CITY 


Dioachuc Inc., an integrated forest products com- 


pany, is successfully meeting stiff world competition 
in the newsprint market. The company has invested 
heavily in modern production equipment and con- 
cluded long-term supply and joint-venture agree- 
ments with major U.S. publishers. As lead bank, the 
Royal provides term loans, operating lines of credit, 
electronic payment processing and extensive foreign 
exchange services, as most of the company’s sales 
are in U.S. dollars. Germain Lecours, Donohue’s vice- 
president, finance and treasurer, co-ordinates this 


multi-faceted banking relationship. 


PN yee ee fe 


key performance measure: 
the Royal has connections 
with some 80 per cent of 
those firms targeted as ’’pre- 
mium customers”’. 

These customers are 
placing more sophisticated 
demands on their bankers. 
Those demands go well 
beyond traditional credit to 
encompass a broad range of 
financial services, including 
electronic cash management 
and payroll, trade finance, 
treasury and foreign 
exchange. 

Responding effectively to 
our customers’ financial man- 
agement needs is a recog- 
nized Royal Bank strength. 

Service and technological 
! innovation is the norm, anda 
sign of the Bank's determina- 


tion to anticipate rapid change 


in those needs. Yet, the Royal's 


“difference’’ is that it encour- 


ages business customers to 


challenge its capabilities and 
to become actively involved 
in the development of more 
imaginative, effective service 
and delivery methods. To keep 
close to customers, account 
managers are assuming more 
responsibility and visibility in 
the delivery of service. 

Business loan demand 
remained soft in 1985, and 
some customers continued to 
experience difficulty. In this 
environment, the Royal is 
placing major emphasis on 
managing its existing loan 
portfolio, together with find- 
ing better ways to help cus- 
tomers solve financial prob- 
lems. Last year, the Bank 
introduced a number of new 
financing products —Com- 
mercial Mortgages, Term 
Bankers’ Acceptances and 
FlexFinancing, a short-term, 
fixed-rate financing vehicle 
for public sector entities. 

In the past decade, the 
Royal has strengthened its 


The Royal team serving news- 


print exporter Donohue Inc. 

is co-ordinated by account 
manager Jean-Louis Mongrain 
(L, above), who confers with 
Jean Beland, vice-president, 


national accounts, in Montreal. 


position as the leading cash 
management bank, aggres- 
sively marketing bank-wide 
professional expertise and 
technological capability. The 
Bank has far more customers 
using its electronic CashCom- 
mand service than any other 
provider of a similar service 
in Canada. 

Corporate treasurers 
increasingly use personal 
computers and need more 
flexible electronic delivery of 
financial management ser- 
vices. In 1985, the Bank 
became the first Canadian 
financial institution to intro- 
duce a comprehensive PC- 
based service package. 

Through the Royal's PC 
CashCommand and PC Pay- 
roll services, treasurers can 
now access their company’s 
financial information from 
our system using microcom- 
puters located in their offices. 
After retrieving information, 
clients can use PCs to store 


and manipulate data in the 


A key team member is Myriane 


Bota, in the regional treasury 
services unit. She handles 
foreign exchange and other 
international transactions 


for Donohue. 


spreadsheet formats most 
useful for their specific 
needs. Services available via 
PC include consolidated 
account information, funds 
transfers, money market and 
foreign exchange information, 
electronic letters of credit and 
remote payroll entry. We 
expect rapid growth in 
demand for these services. 

Security of information is a 
prime concern in the use of 
personal computers. The 
Bank took the lead in this 
area by enhancing PC service 
with ‘'smart card’ technology, 
a micro-chip card system that 
allows corporate treasurers to 
control access within their 
firms. 

Our commercial bankers 
build business by matching 
customized service packages 
with the needs of specific 
market sectors. This has been 


successful in the public 


sector, where in 1985 we 
recorded substantial gains 
and became the exclusive 
banker to the Saskatchewan 
government. Other market 
initiatives were directed at 
the Canadian industrial 
development community 
and non-profit fund-raising 
organizations. For example, 
in 1985, we introduced Pledge 
Collector, an electronic cash 
gathering and reporting 
service for charities. 

The Bank actively exchanges 
knowledge with its business 
customers. Information is 
itself a service and clients are 
offered such resources as 
briefings by Bank economists 
and the bi-monthly Canadian 
Treasury Management Review, 
which is read by 2,200 corpo- 
rate treasury managers. In 
addition, the Royal is active 


in forums involving specific 


client groups and industry 
sectors, such as insurance, 
industrial development and 
franchising, to name a few. 

In the information 
exchange process, account 
managers are the contact 
points. They focus on learn- 
ing from our customers and 
understanding their needs, as 
‘listening’’ is fundamental to 
the Bank's ability to offer bet- 
ter service. This is the foun- 
dation of the Royal Bank's 
position as Canada’s leading 
supplier of financial services 


to business. 


Treasury and Money 
Markets 

World financial markets are 

in constant motion, with 
interest rates, foreign exchange 
rates and financing techniques 
rapidly changing. The Bank 
maintains an active, around- 
the-clock presence in those 


markets to meet clients’ 


needs, and to manage its own 
financial position. 

The Treasury and Money 
Markets Division operates as 
the Bank's trading and finan- 
cial markets arm. In 1985, the 
Division registered by far its 
strongest earnings perfor- 
mance since being formed 
two years earlier. Trading 
income increased substan- 
tially over 1984. Bank traders 
deftly capitalized on the ris- 
ing market values that came 
with generally-declining 
interest rates, as well as on 
the hour-by-hour fluctuations 
that prevailed in world for- 
eign exchange markets. 

The Division meets a wide 
variety of client service 
needs. Canadian exporters 
require the conversion of for- 
eign sales revenues into 
Canadian dollars at assured 
rates of exchange. Some com- 
panies may need foreign 
exchange forward contracts 


stretching a decade into the 


Alberta’s main electricity producer, TransAlta Utilities Corpora- 


tion, uses a package of Royal services including treasury, mer- 


chant banking and cash management. Gordon Tallman (L) Royal 


vice-president, Calgary, keeps in touch with TransAlta’s chief 


financial officer Harry Schaefer and chairman Marsh Williams (R). 


In right photo, automated services officer Laurie White calls on 


company payroll supervisor Michael D’ Angelo (seated) to help 


install the Royal’s PC Payroll system. 


future. Increasingly, multina- © 
tionals and public sector bor- 
rowers use innovative finan- 
cial instruments, such as 
interest rate and currency 
swaps, to manage their inter- 
est rate exposures. Of special 
importance to clients is the 
Division's 24-hour trading 
capability. Traders and ser- 
vice officers in seven regional 
units across Canada and in 
key world financial centres 
routinely offer to execute 
trades at any hour in markets 
around the globe. 

Among the Division's 
principal roles are to serve 
as ''banker to the Bank” and 
to manage the Bank's liquid- 
ity position. In effect, it takes 
deposits from other Bank 
divisions and raises ‘'whole- 


sale’’ funds from other banks, 


corporations, pension funds 
and public sector institutions. 
Treasury also places the Bank's 
funds in money, bond, and 
stock markets, and manages 
the reserves that must be 
maintained with the Bank of 
Canada. 

Treasury and Money Mar- 
kets applies particularly high 
standards of prudence and 
control to its trading opera- 
tions. Ample liquidity is 
maintained through the man- 
agement of money market 
instruments combined with 
continuing diversification of 
the deposit base. Foreign 
exchange exposures are kept 
within strict limits. Interest- 
sensitivity ''gaps'' between 
loans and deposits are also 
closely controlled to ensure 
the maintenance of consistent 
spreads between interest 


yields and costs. 


Treasury earns substantial 
fee income by serving Bank 
clients. Particular strengths 
are foreign exchange trading 
and dealing in ''‘investment 
banking" products such as 
swaps, options and financial 
futures. A strong trend in the 
marketplace to blend invest- 
ment with commercial bank- 
ing services means that Trea- 
sury increasingly supports 
the Bank's Canadian com- 
mercial and world corporate 
account managers in dealing 
with their clients. 

Capital market activity, 
particularly interest rate and 
currency swaps, is a key 
growth area. This reflects the 
sophistication of financial man- 
agers in the corporate and 
government sectors. Keenly 
aware of market trends, 
they are opening banking 
relationships to more competi- 


tion from one transaction 


to the next. Offering these 


clients leading-edge treasury 
management techniques 

is vital to the competitive 
strength of the Bank as 

a whole. 

The Royal ranks among the 
top five North American 
banks in foreign exchange 
markets, especially in the 
Canada/U.S.dollar and U.S./ 
Sterling markets. Treasury 
has diversified into other cur- 
rencies, notably Deutsche- 
marks and Yen, as well as 
currency composites such as 
European Currency Units. 
Foreign exchange service 
supports the Bank's trade 
finance capabilities and its 
banking relationships with 
many corporations. 

Convenient delivery of 
Treasury service to clients isa 
priority. In 1985, the network 
of seven regional Treasury 
units across Canada was com- 
pleted. These units, staffed 


by specialized officers, offer 


‘one-stop shopping'’ —so that 


Leadership in consumer education gives an edge to Royal branch 


managers like Louis Comeau in Grand Falis, N.B., who talks to 


Mayor Gerald Carroll (L) about a popular retirement planning 


booklet. It is part of the ‘“Your Money Matters”’ series produced 


by Montreal head office staff including Jean Harris, Public Affairs, 


and Alex Steven (R), Retail Banking. 


a single client phone call can 
yield a full range of money 
management alternatives, in 
Canadian and foreign curren- 
cies. The units also serve indi- 
vidual investors and deposi- 
tors who require special 
attention. 

The Division's trading and 
service capabilities were 
expanded with the opening 
last spring of a new trading 
room in Toronto. Equipped 
with the latest technology, it 
combines Canadian money 
market and bond trading 
operations with international 
money market and foreign 
exchange desks. This is in 
line with the increasing 
global integration of financial 


markets. 
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International and 
Corporate Banking 
Banking in the eighties has 
become an intensely competi- 
tive and difficult business and 
this is particularly true of the 
markets served by our Inter- 
national and Corporate Bank- 
ing Group in Canada and 43 
other countries around the 
world. 

This Group includes the 
International Banking Divi- 
sion, which manages a net- 
work serving a number of 
markets: trade finance; corre- 
spondent banking; retail, pri- 
vate, commercial, corporate 
and government banking out- 
side Canada. World Corpo- 
rate Banking brings the 
Bank's resources to bear on 


large multinational corpora- 


tions, many of them Canadian- 


based. A third element is the 
Bank's merchant and invest- 
ment banking network, 
including Orion Royal Bank 
Limited in London and other 
subsidiaries in major financial 
markets. A key resource in 
our international operations 
is the worldwide trading and 
market expertise of the 
Treasury and Money Markets 
Division. 

The business environment 
continued to become more 
complex in 1985 as the flow 
of capital around the globe 
accelerated in its quest for 
markets offering the best rate 


of return. This international- 


h so-cal] 


along wit 
tization, has spawned a host 
of new products. Interest rate 
and currency swaps are typi- 
cal. These two capital-market 
products accounted for inter- 
national financial transactions 
in excess of $100 billion over 


the past year. 


Paul Pearl (R, above), president 


of high-tech exporter Dipix Sys- 
tems, gets an overview of the 
Royal’s worldwide network 
from Mike Green, our Ottawa- 


based trade specialist. 


REVIEW 


Technology is enabling many 
of the changes now taking 
place in our markets, where 
the ability to trade and deal in 
negotiable securities — on an 
almost instantaneous basis 
worldwide —is now a domi- 
nant feature. The consequent 
blending of commercial and 
investment banking has 
become a major force in the 
pressure for deregulation ina 
number of financial markets. 

A central concern in 1985 


was the continuing debt man- 


agement problems confronting 


so many of the world's devel- 
oping countries —an issue 
which has dominated interna- 
tional banking for the past 
three years. While progress 
has been made during this 
period in addressing the 
immediate debt servicing 
problems of these countries, 
long-term solutions remain 
elusive. An encouraging 
development, however, was a 
set of proposals designed to 


foster stronger sustained 


In China, Paul Au, the Royal’s 


regional representative, pro- 
vides Dipix with on-the-ground 
support in banking and trade 
transactions as well as assis- 
tance with the company’s mar- 


keting efforts. 


growth in developing nations, ; 
introduced late in the year by 
US Secretary of the Treasury, 
James A. Baker III. These pro- 
posals were still in the discus- 
sion stage at year end. 

Despite a backdrop of 
fierce competition, accelerat- 
ing change and continuing 
weakness in many markets, 
earnings from our inter- 
national operations and cor- 
porate banking business 
offshore and.in Canada 
improved markedly over last 
year. Key factors were growth 
in interest payments from 
debtor countries and increased 
earnings from investment 


banking activities. 


POA aes PE A Rae 
DIPIX SYSTEMS LIMITED 
OTTAWA 


Divpix Systems Limited of Ottawa has built a 


Canadian export success story with its electronic 
image analysis systems. These are used to process 
satellite images and aerial photography in such appli- 
cations as crop forecasting and mineral prospecting. 
Paul Pearl heads the company, which was incorpo- 
rated in 1978 by a small group of engineers. Today, it 
employs 115 people and has systems installed around 
the world. The Royal has been the company’s banker 
from the start and now delivers service via specialized 


trade finance and high technology units in Ottawa. 


International Banking 
The groundwork in expense 
management laid in 1984 
started to bring costs more in 
line with realistic revenue 
expectations in 1985. Greater 
productivity from the Bank's 
international operations is a 
continuing objective and in 
this respect, the international 
network and the overheads it 
represents are a key element. 
By year end, the network was 
appreciably closer to the 
needs of our customers. We 
have streamlined or sold 
operations in some markets, 
mainly the Caribbean, and 
expanded elsewhere. 

Early in the year, we 
acquired the outstanding 
Shares in Brazil's Banco 
Internacional S.A. from our 


partner in this venture, Bank 


of America. The restructured 
and recapitalized subsidiary, 
the only Canadian-owned 
commercial bank in that 
country, operates from head- 
quarters in Sdo Paulo, with 
branches in three other cities, 
as Banco Royal do Canada 
(Brasil) S.A. 

Working through the 
Bank's Quebec International 
Centre, this subsidiary has 
already put together an 
attractive financing package 
involving the purchase of 


Brazilian-made paper making 


machinery by a major Canadian 


paper company.The purchaser 
was able to take advantage of 
the lower interest rate costs 
available through FINEX, 
Brazil's export promotion 
program. This shows the 
importance of being able to 
operate effectively at both 
ends of a trade transaction — 

a key point in our network 


development strategy. 


Successful Euro-Australian 
bond issue for H. J. Heinz was 
structured by an Orion Royal 
Bank team including account 
executive David Woods (L, both 
photos), vice-chairman Philip 


Hubbard (R, above) and special- 


The restructuring of our 
operations in Puerto Rico 
began early in the year. The 
renamed subsidiary, Royal 
Bank de Puerto Rico, has 16 
branches serving the retail 
market; in addition, four 
Royal Bank branches focus 
primarily on the commercial 
market. Together, these units 
represent an asset base of 
almost US $1 billion. 

At year end, the Bank fur- 
ther strengthened its 
European presence by open- 
ing a representative office in 
Milan. At mid-year, we 
unveiled plans for a major 
new building in London 
which, when opened in late 
1987, will accommodate our 
European headquarters and 
the operations of Orion Royal 
Bank and its UK-based sub- 
sidiaries. 

Our Asia Pacific operations 
were also expanded in 1985 
with the addition of a second 


representative office in 


ists in Australian-dollar bond 


sales, trading and settlements. 
Woods calls on Heinz senior 
financial officer Karl von der 
Heyden (R, above) at his 


Pittsburgh office. 


China. It is located in Shen- 
zhen, the most advanced of 
China's special economic 
zones, which were estab- 
lished five years ago to stimu- 
late foreign investment 
through special incentives 
and regulatory exemptions. 
Permission was also received 
last year from the Indian reg- 
ulatory authorities to open 
our first office in that coun- 
try, to be located in Delhi. 

Plans to establish a joint 
venture bank in Australia 
advanced during the year. 
This new group, to be known 
as National Mutual Royal 


Bank Limited, is expected to 


open for business in early 
1986. It includes a number of 
operating units —our part- 
ner’s merchant bank, finance 
company and building soci- 
ety, along with RBC Australia 
Limited. Together, these 
units represent assets in 
excess of A $1.5 billion. Our 
partner, the National Mutual 
Life Association of Aus- 
tralasia, is one of the largest 
financial institutions in Aus- 
tralia and New Zealand. 

The sale of our operations 
in the Dominican Republic 
and in Jamaica was also suc- 
cessfully negotiated in 1985. 
In the Dominican Republic, 
the Bank's branches were 
acquired by Banco del Com- 


ercio Dominicano, S.A. Our 


48-per-cent interest in Royal 
Bank Jamaica Limited was 
acquired by another share- 
holder, Jamaica Mutual Life 
Assurance Society, which 
now operates Jamaica's third 
largest bank under a new 
name, Mutual Security Bank 
Limited. 

The rationalization process 
has enabled us to employ 
scarce resources more pro- 
ductively in other parts of the 
network. The result is that we 
are now much closer to achiev- 
ing the geographic coverage 
and operational efficiencies 
required to support our initia- 
tives in private banking, trade 
finance and correspondent 
banking, three significant 
sources of revenue. 

The integration of the 
Bank's trade finance and cor- 
respondent banking groups 
last year enhanced the Bank's 
ability to serve its customers 


by strengthening marketing 


Tenneco Inc.'s diverse interests 


led to a worldwide relationship 


with the Royal. Senior financial 


officer Peter Menikoff (L, above, 


also opposite) has a central 
contact— account manager 
David Livingstone (R, above). 


With account activity in13 


and product management 
through the Bank's existing 
account management net- 
work. Our trade finance offi- 
cers can now devote more 
time to assessing client needs 
and structuring financing 
packages. 

At the end of 1985, the 
Bank introduced a new elec- 
tronic trade finance service 
in Canada. Called LC Direct, 
it is capable of increasing 
customer productivity in 
applying for letters of credit 
by as much as 75 per cent. 
LC Direct is designed to link 
the customer's personal com- 
puter directly with a Royal 
Bank processing centre. 

Private banking typifies the 
importance we attach to orga- 
nizing activities around 
specific client groups, in this 
case high net worth individu- 
als. Internationally, the pro- 
cess of bringing client and 
product together in this 


rapidly growing market is 


countries, Livingstone mobi- 


lizes Royal resources including 
merchant banking specialists, 
Canadian cash management 
experts and London foreign 
exchange traders, among them 
Ray Peters (L, above) and Steve 


Hassler. 


. 


accomplished through two 
main delivery units—The 
Royal Bank of Canada (Chan- 
nel Islands) Limited, based in 
Guernsey, and The Royal 
Bank of Canada (Suisse), in 
Geneva. 

The resources of these 
units, others within the Royal 
Bank and those of our affili- 
ate, RoyWest Trust Corpora- 
tion Limited in the Bahamas 
are focused on client needs 
through offices in New York, 
Miami, London, the 
Bahamas, Brussels, Frank- 
furt, the Channel Islands, 
Dubai and Hong Kong. 

Outside Canada, the Bank 
is adopting a more selective 
approach — resisting the temp- 
tation to be ‘‘all things to all 
people’. There are, however, 


exceptions to this rule, when 


the Royal identifies '’opportu- 
nity windows" in geographic 
markets where it is already 
committed. Our retail/com- 
mercial business in Puerto 
Rico is one example. Our UK- 
based subsidiary, Western 
Trust and Savings Limited, 
which began developing a 
profitable mortgage business 
in 1985 to complement other 
retail banking products, pro- 


vides another. 


World Corporate Banking 
Building and maintaining a 
competitive advantage in the 
corporate sector remains a 
key element of the Royal 
Bank's business strategy. The 
multinational corporations 
served by the World Corpo- 
rate Banking Division forma 


major part of this market. 


Our success in attracting 
new clients and in expanding 
existing business with large 
corporations can be traced to 
three areas which received 
considerable management 
attention during 1985 —tech- 


nology, training and our rela- 


tionship management system. 


The Bank continued to 
invest in technology both for 
internal management infor- 
mation requirements and for 
new product development. 
These investments are critical 
to achievement of our goal to 
provide quality service ina 
highly cost-sensitive and 
competitive market. 

Internally, global exposure 
and risk management sys- 
tems were implemented dur- 
ing the year to enable the 
Bank to access and analyze 
information more quickly 


and accurately. These data, 


obtainable worldwide through 


the Royal's international tele- 
communications network, 
enable account officers 

to manage their accounts 
more efficiently. 

Externally, the impact of 
technology has been felt most 
forcefully in the rapid devel- 
opment of securities-based 
products, which now domi- 
nate the corporate market at 
the expense of conventional 
banking products. As well, 
the Royal's leading-edge 
cash management products 
and automated payroll 
systems enjoy broad market 
acceptance. 

At the Royal Bank, our 
relationship managers act as 
financial quarterbacks 
responsible for focusing the 
Bank's resources on the 
specific needs of a client. The 
response from many corpo- 
rate clients suggests that they 
recognize the advantages 


inherent in the relationship 


Senior vice-president Tony Webb (L) heads Royal Bank of Canada 


(Suisse), the Geneva link in our global private and merchant bank- 


ing networks. Webb compares notes with John Gent, who 


manages the unit’s growing Swiss-franc capital markets activity. 


In the trading room, foreign exchange and treasury manager Otto 


Portmann works closely with dealer René Schaller (R). 


management approach 
adopted when the World Cor- 
porate Banking Division was 
formed in 1983. The prolifer- 
ation of new products and the 
increasing involvement of 
specialist groups within the 
Bank has made the task of 
managing a corporate rela- 
tionship effectively more 
critical than it was in the past. 
During the year, a Global 
Financial Markets workshop 
for our relationship managers 
was conceived and intro- 
duced. The prime purpose of 
these workshops is to ensure 
that all account officers are 
familiar with the new invest- 
ment banking products and 
trends in the capital markets. 


The program, which has had 


a strong and very positive 
response, will be continued 
in 1986 and expanded to 
include account managers 
from other areas of the Bank. 
The Bank's multi-million- 
dollar committment to tech- 
nology, and to product devel: 
opment and delivery, has 
given us a technological edge 
in a number of areas. This is 
particularly evident in the 
retail merchandising sector, 
where the Royal is consid- 
ered the industry leader with 
products such as CashCom- 
mand and a client list that 
includes many of Canada's 
major retail operations. 
In1985, for example, the 
Bank became the principal 
banker in Canada for Radio 
Shack, a division of Tandy 
Electronics of Fort Worth, 


Texas. The relationship was 


developed through team 
effort, co-ordinated by a 
World Corporate Banking 
account management group. 
The team included our 
branch manager in Barrie, 
Ontario; Visa sales and tech- 
nical staff; and specialists 
from the Bank's automated 
services centre, which is 
managed by the Commercial 
Banking and National 
Accounts Division. 

Another familiar name to 
Canadians is Chrysler Corpo- 
ration. The Royal Bank has 
had a banking relationship 
with Chrysler's Canadian 
subsidiary since the year after 
it was established in 1923. 
The Chrysler Group, includ- 
ing Chrysler Canada Limited, 
enjoyed a highly successful 
year in 1985 both in terms of 
sales and financial results. 
The Royal was acknowledged 
as the Group's principal 
Canadian bank during the 


year and co-ordinated several 


major financings for Chrysler's markets directly to fund their 


Canadian subsidiaries. At 
year end, the Bank, through 
Orion Royal in London, 
formed part of the four-bank 
underwriting group for a 

US $1 billion, multiple-option 
facility on behalf of the par- 
ent company. 

Our relationship with the 
Chrysler Group involves a 
number of units in the inter- 
national network including 
Chicago, New York and Lon- 
don. It is also a good example 
of the growing importance of 
our Merchant Banking Group 
and its investment banking 
products in the Bank's rela- 
tionships with corporate 


multinational clients. 


Merchant Banking 

Large corporations increas- 
ingly are by-passing commer- 
cial banks in their traditional 


role and accessing the capital 


The Royal's Pacific Rim activities encompass bustling, diverse 


markets. In Hong Kong, Brian Ellis (L) directs subsidiary IinchRoy 


Credit Corporation and its thriving car-loan business. in Tokyo 


(right photo), Royal traders deal in Japanese foreign exchange and 


money markets to support our corporate banking and global trea- 


sury operations. 


debt. One positive conse- 
quence of this trend has been 
the growth in demand for the 
investment banking products 
provided by our Merchant 
Banking Group. This demand 
contributed significantly in 
1985 to the growth in fee- 
based services. 

Growth was broadly based 
throughout the group. Orion 
Royal Bank enjoyed its most 
profitable year ever and its 
capital markets group hit new 
highs in activity. Orion lead 
managed or co-managed 537 
Eurobond issues with an 
aggregate value of US $67.9 
billion, a market share of 


54 per cent. 


In the Euro-Australian dol- 
lar bond market, the fastest 
growing sector of the interna- 
tional capital markets in 1985, 
Orion Royal lead managed 27 
of the 50 issues underwritten 
during the year, including 
issues for all four of Australia's 
major trading banks. 

Orion Royal was also the 
market leader in the Euro- 
Canadian dollar bond market 
where it lead or co-lead man- 
aged 23 issues and co-managed 
24 issues during the year, for a 
volume market share of 93 
per cent. A number of issues 
were swapped into US dollars, 
with swap teams at Orion 
Royal and our own Treasury 
group working closely with 
the World Corporate Banking 
Division. 

Orion Royal Pacific Limited, 
based in Hong Kong, broke 
new ground in 1985 in regional 
capital markets issues, 
arranging 36 with an aggre- 
gate value of US $1.8 billion. 


This subsidiary continued to 
do well in the fixed-rate cer- 
tificate-of-deposit market, 
which it pioneered in Hong 
Kong. While syndicated loan 
activity slackened in 1985, 
Orion Royal Pacific acted as 
lead or co-lead manager for 13 
transactions for borrowers in 
Asia totalling US $2.7 billion. 

China Investment and 
Finance Limited, which the 
Royal Bank owns and oper- 
ates jointly with the China 
International Trust and 
Investment Corporation, 
completed its first year of 
operation profitably. Also 
based in Hong Kong, this 
bank provided advisory ser- 
vices to several major inter- 
national companies contem- 
plating or actually involved in 
investments in China. In 
addition, it made loans toa 
number of foreign joint ven- 
tures in several Chinese 
provinces. 

While capital markets 
transactions were the domi- 
nant feature of the Royal 
Bank Group's investment 
banking activities in 1985, 
there were other important 


developments. 


In April, Orion Royal Bank 
signed an agreement with the 
partners of Kitcat & Aitken, 
the London stockbrokers, to 
purchase a 29.9-per-cent inter- 
est in the firm. This will be 
increased to 100 per cent in 
1986, considerably strength- 
ening the Royal Bank's posi- 
tion in the newly deregulated 
market in London. Orion 
Royal took a further step into 
the equities market with the 
formation in September of 
Orion Royal Bank Equities of 
Canada, a new company to 
deal in the off-shore market 
for Canadian equities. 

Orion Royal's mergers and 
acquisitions group enjoyed 
high levels of activity in 1985. 
Early in the year, the bank 
acted for General Electric, 
advising on that company’s 
divestiture strategy for Simplex 
GE, and then orchestrating 
competitive bidding among 
several leading UK industrial 
groups. In the end, an offer 
from the management suc- 
ceeded and the resulting 
transaction was the largest 
industrial management buy- 
out to that date in the United 
Kingdom. 

In Canada, the shift from 
financing megaprojects to 
smaller but nonetheless 


attractive project financing 


opportunities continued in 
1985. The Bank was particu- 
larly successful in developing 
limited-recourse financing of 
account receivables, in effect 
monetizing assets to meet 
clients’ corporate finance 
objectives. Venture capital 
and loan syndication reached 
new levels and the domestic 
mergers and acquisitions 
group expanded in response 
to market demand, especially | 
from off-shore. 

Since acquiring Orion Royal 
Bank in 1981, the Merchant 
Banking Group has expanded 
both geographically and in 
terms of the products it can 
deliver. As deregulation pro- 
ceeds in many of the Bank's 
markets, investment banking 
will undoubtedly assume an 
even greater importance in 


our business strategy. 


To obtain a complete pic- 
ture of the Bank's operations 
in 1985, this Operational 
Review should be read in 
conjunction with the Finan- 


cial Review that follows. 


FINANCIAL REVIEW 


Management's Discussion of Financial Results: 
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MANAGENMENT’S DISCUSSION 


OF FINANCIAL 


En this section of the Annual Report a detailed analysis of the 
Bank's financial performance during fiscal 1985 is provided as 
well as an explanation of how the Bank manages and controls 
credit, liquidity, and interest rate risks. 

For analytical purposes, the Bank divides its results into 
two geographic segments: Domestic and International Opera- 
tions. Domestic Operations include all business transacted in 
Canada, regardless of currency, with the exception of the 
Canadian-based activities of the Bank's international money 
market units. The Bank's business carried on outside Canada, 
as well as our international money market function, comprise 
International Operations. 

In this segmentation of Domestic and International results, 
appropriate allocations have been made for corporate non- 
interest expenses and the cost of funds related to liquidity 
and capital. 


RESULTS 


Overview of 1985 Results 

The Royal Bank of Canada earned $488 million in 1985, an 
increase of $38 million or 8% over the $450 million earned in 
1984. Basic income per common share was $4.28, up from 
$4.25 last year. The average number of common shares out- 
standing in 1985 was 97.3 million versus 90.8 million in 1984. 
Earnings per share on a fully-diluted basis amounted to $3.91, 
slightly higher than the $3.87 reported in fiscal 1984. This mea- 
sure takes into account common shares that would be issued 
on conversion of certain debentures and preferred shares, as 
well as by the exercise of warrants. 

The Bank's return on assets (ROA), an important indicator 
of profitability, was .53%, up marginally from the preceding 
year. The Bank's ROA is made up of a Domestic ROA of .56% 
(.65% in 1984) and an International ROA of .47% (.29% in 
1984). The return on common shareholders’ equity was 
13.5%, down from 13.8% last year. This decline was primarily 
a result of reduced leverage, as the growth in common equity 
was not matched by a comparable increase in assets. In 
addition, the Bank paid out a greater amount of preferred 
share dividends than in 1984. 

At October 31, 1985, total assets were $96 billion, an in- 
crease of $8 billion or 9% over the previous year end. As in 
fiscal 1984, solid gains were made in both personal and 
mortgage lending in Canada. At year end, these categories 
accounted for $9.3 billion and $10.6 billion in outstanding 
balances respectively. The Bank also increased its holdings of 
securities — mainly Government of Canada securities and 
U.S. Treasury bonds — by about $3 billion. Additionally, 
during the year the Canadian dollar fell nearly 4% against the 
U.S. dollar and this served to boost thetranslated value of our 
U.S. dollar-denominated assets by $1.4 billion. Partially off- 
setting these increases was a reduction in the Bank's level of 
international interbank redeposits as well as weak business 
loan growth both in Canada and abroad. 
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Highlights of Domestic Earnings 
(as a per cent of average assets] 
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At October 31, 1985, the Bank's total capital funds reached 
$5.9 billion, a gain of $840 million or 17% over the preceding 
year end. The additional capital was derived from three 
principal sources: $234 million from the retention of current 
earnings, $414 million from net new debenture issues, and 
$192 million from the issue of shares under the Shareholder 
_ Dividend and Share Purchase Plan. 

Strong growth in capital combined with relatively modest 
growth in total assets strengthened the Bank's capital ratios. 
At October 31, 1985, base capital, base capital equivalent, and 
adjusted total capital ratios, as defined by Canadian bank 
regulators, were 3.7%, 4.2%, and 5.3% respectively compared 
with 3.6%, 4.0%, and 5.0% respectively at year-end 1984. 

A more detailed discussion of the Bank's capital position and 
ratios is found on page 49. 
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Domestic Operations 

Inevitably, the results of the Bank's Domestic Operations 
mirror underlying trends, strengths, and weaknesses in the 
Canadian economy. In 1985, economic recovery in Canada 
continued at a healthy but uneven pace. Economic expansion 
was largely attributable to increases in personal spending, par- 
ticularly on durable goods, and to gains in residential and non- 
residential construction. One consequence was strong growth 
in consumer and mortgage loans, as the Bank improved its 
overall market share in both of these key segments. 
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However, these gains in the retail sector were offset some- 
what by continued weak credit demand in the large commer- 
cial and corporate markets. Capital spending in Canada has 
started to pick up only recently, and in many cases is being 
financed by the issuance of debt securities or equity rather 
than by bank borrowings. Furthermore, many resource-based 
companies in western Canada continued to restructure bal- 
ance sheets and reduce bank debt amid uncertainties regard- 
ing the future of oil prices and interest rates. 

Earnings from Domestic Operations were $331 million in 
the year just ended, a decline of 8% from 1984. 

For fiscal 1985, total Domestic assets were $58.8 billion, up 
6% from the previous year. Net interest income was virtually 
unchanged from 1984 but the overall domestic net interest 
margin declined from 3.49% in 1984 to 3.27% in 1985. 

Other income from Domestic Operations rose 10% to $585 
million in 1985. Much of the increase was attributable to 
higher Visa usage and a greater number of deposit account 
transactions, a consequence of strong consumer spending and 
excellent market acceptance of Royal Bank services. 

Domestic non-interest expenses — encompassing salaries 
and benefits, property costs, computer and telecommunica- 
tions expenses, and other costs of doing business — grew by 
7% in 1985. This increase partly reflects the rapid growth 
occurring in the consumer sector, which is characterized by 


higher overhead costs. Expenditures on computers and 
telecommunications technology — an investment which will 
yield improved service for customers as well as cost savings 
for the Bank in the future —rose considerably. 

In 1985, the Domestic loan loss experience fell 9% to $345 
million. Because of the five-year averaging formula applied to 
loan loss experience, the charge to Domestic earnings (the 
provision for loan losses) rose to $343 million in 1985, an 
increase of $16 million or 5% from 1984. Nonaccrual loans, 
net of provisions for losses, were $1.2 billion at October 31, 
1985, down from $1.4 billion at the previous year end. In 
comparison to last year, the net interest yield on this portfolio 
rose from 1.3% to 2.2%. The subject of nonaccrual loans and 
loan losses is discussed in detail on pages 38 to 41. 


International Operations 

This past year was one of significant improvement for the 
Bank's International Operations. Earnings rose $66 million to 
$157 million, representing an increase of 73% over 1984's 
depressed level. Return on assets of .47% was 18 basis points 
higher than the .29% of last year. 

During 1985, the level of International nonaccrual loans, 
net of provisions for losses, declined slightly to $1.2 billion. Of 
this amount, approximately $630 million represents advances 
to public sector borrowers (governments and agencies) with 
the balance being made up of loans to the private sector. 
During 1985, the net interest yield on average International 
nonaccrual loans rose to 9.3% from 3.1% in 1984, largely due 
to higher interest receipts from public and private sector 
borrowers, particularly in Argentina and Venezuela. 
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In fiscal 1985, International loan loss experience totalled 
$340 million, down 6% from $362 million in 1984. This figure 
includes a significant general provision for country lending 
related to the Bank's aggregate exposure to countries which 
are experiencing financial difficulty. The general provision is 
in addition to any specific provisions made against private 
sector borrowers in those countries. The provision for loan 


losses charged to International earnings was $278 million, an 
increase of 34% from 1984. 


On the positive side, impressive growth was once again 
achieved in other income, which rose 32% to $234 million. 
Significantly higher revenues from foreign exchange trading 
and from underwriting activities were the principal reasons 
for this improvement. 

International non-interest expenses grew more rapidly than 
anticipated, rising 11% over 1984. If one excludes the impact 
of higher translation rates on foreign currency denominated 
non-interest expenses, the rate of growth would have been 
7%, the same as Domestic Operations. Continuing effort is 
being made to rationalize the Bank's international network, 
and this has resulted in one-time costs relating to the closing 
of certain operations and to staff reduction. 


A number of initiatives were taken within the international 
network in 1985 to streamline International Operations and to 
reposition the Bank to take advantage of new business and 
regulatory developments abroad. These included an agree- 
ment to participate in a new joint venture bank in Australia, 
and the purchase of an interest in the U.K. stockbroker Kitcat 
& Aitken. In addition, the Bank purchased the outstanding 
shareholder interests in its Brazilian affiliate, Banco Royal do 
Canada (Brasil) S.A. (previously Banco Internacional S.A.}, 
and sold some of its other branch and subsidiary interests in 
Latin America and the Caribbean. 

In conclusion, while the increase in earnings from Interna- 
tional Operations was encouraging, its return on assets was 
below historical levels. Improvement will depend to a great 
extent on the success of sovereign debt rescheduling agree- 
ments, the rate at which nonaccrual loans can be reduced, 
and further network rationalization. 
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Net Interest Income 

Net interest income is the most important source of revenue 
for banks. It represents the difference between what a bank 
earns on loans and investments and what it pays on deposits 
and debentures. For analytical purposes, net interest income 
is adjusted to take into account the tax-exempt nature of 
income from certain securities which include loan equiva- 
lents such as term preferred shares, income debentures, and 
small business bonds. (For a further discussion of the effects 
of tax-exempt income, see Income Taxes, page 44.) Including 
this taxable equivalent adjustment, net interest income 
totalled $2.6 billion in 1985, an increase of over $100 million 
from 1984. 

Net interest income is the product of: 1) the net interest 
margin or average spread between the yield on assets and the 
cost of liabilities, and 2) the amount of average earning assets 
in the portfolio. A volume/rate analysis of the changes in net 
interest income is shown in Table 3. Additionally, on page 54 
in the Supplementary Financial Information Section, a five- 
year average balance sheet showing the yield or cost of each 
major balance sheet category is provided. 


Average asset growth of 7% in 1985 was responsible for 
$157 million of the improvement in net interest income but 
was partially offset by lower margins, which accounted for a 
$16 million reduction. Net interest income was 2.83% of 
average total assets, 3 basis points lower than in 1984. The 
overall yield on assets fell by 52 basis points while the aver- 
age cost of funds declined only 49 basis points. Domestic and 
International net interest margins are illustrated on Chart 6. 
Because of a large retail component with higher associated 
overhead costs, Domestic Operations traditionally have 
required a higher margin than the Bank's International Oper- 
ations, which are largely wholesale in nature. During the 
year, the Domestic margin fell 22 basis points to 3.27%, while 
the International margin improved 33 basis points to 2.06%. 

Several factors contributed to the lower spreads on Domes- 
tic business. First, as interest rates moved lower during the 
year, the average cost of funds declined less rapidly than the 
yield on assets. Second, the switching of consumer deposits 
from lower to higher yielding categories, most notably to the 
tiered-rate daily interest chequing account, increased the 
overall average cost of these funds. Third, as a result of strong 
consumer deposit growth relative to loan demand in the 
marketplace, pricing on loan instruments became increas- 
ingly competitive, resulting in narrower overall margins. This 
was particularly evident in the mortgage market where price 
competition was intense. Despite these developments, prof- 
itability of consumer operations, while lower than 1984, 
remained at a satisfactory level. 
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Table 3 


a 


Analysis of Changes in Net Interest Income 


($ Millions) 
1985 vs 1984 1984 vs 1983 
Increase (decrease) Increase (decrease) 
due to changes in due to changes in 
Average Average Net Average Average Net 
Volume(1) Rate(1) Change Volume(1) Rate(1) Change 
Assets 
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{1)Rate/Volume variance is allocated based on the percentage relationship of changes in volume and changes in rate to the total net change. 


As mentioned, a key determinant of net interest income is 
the nature and cost of the Bank's deposits. Chart 8 provides a 
/ breakdown of our Domestic deposit balances, which rose to 
$49.5 billion. Notice deposits once again registered impres- 
sive growth, although relative deposit costs increased due to 
intense pricing competition and more rapid growth in the 
higher cost categories. Over time, this stable source of 
deposits will have a direct positive effect on earnings. 


Internationally, the net interest margin, although still below 
the level of 1980 and 1981, improved markedly from last year. 
As indicated previously, much of the increase was due to the 
receipt of interest from sovereign borrowers who, during the 
year, made progress in meeting their financial obligations. 


Chart 7 Chart 8 
Fixed Rate Lending Portfolio Yield versus Domestic Deposits 
Portfolio Cost of Personal Term Deposits (as at October 31) 
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Table 4 


Net Gains (Losses) on Disposal of Securities 


($ Millions) 

1985 1984 1983 1982 1981 
Equity. SeCOTiUGS cx sccea rte va ine iat aay woeem ie ns rte & eee $34 noes ss fed Eee preeeco GAO yk cree $1552 ee $ (3) 
Debt sécurities| Lees ee oe nme ee pe oes eee, (BPs seaisec lee CLs atlnceshe (22) «meet asters (24) « sievoetaers (21) 
Total LoS cx cncten ork PLAS. Postini $2 thr ees $-[O} renee $(24) 


(1) Gains (losses) on disposal of debt securities represent the portion of gains and losses amortized to income in the year indicated. 


Table 5 
ES en SR A EOE SI EO 
Interest Earned on Nonaccrual Loans (1) 
(net of provisions for losses} 

($ Millions} 


1985 1984 


Domestic 
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intencstrearm ecm -ver a ot cee ne) ahora sis $30: 35.3% $19 
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(1) Interest earned on nonaccrual loans comprises interest received on non- 
accrual loans net of interest reversals on newly classified loans. 


For the Bank as a whole, the net interest yield on net non- 
accrual loans was roughly 6%, up substantially from the 2% 
earned in 1984. As highlighted in Table 5, the net yield for 
Domestic was 2%, while International provided a yield of 9%. 
In addition, the Bank had average balances of renegotiated 
reduced rate loans of $169 million in 1985 and $66 million in 
1984, which generated a yield of 8.5% and 11.6% respectively. 

As shown in Table 4, gains on the disposal of securities also 
had a sizable positive impact on the Bank's net interest 
income. The Bank manages, for its own account, a portfolio of 
debt and equity securities. For accounting purposes, gains and 
losses on the disposal of equity securities are recorded in the 
period in which they occur while bond disposal gains and 
losses are amortized to earnings over a five-year period. 
Financial markets were particularly favourable during 1985 as 
the equity markets reflected improved economic perfor- 
mance and the bond markets responded to lower interest 
rates. Equity gains amounted to $34 million while amortized 
bond losses were $5 million, for a net gain of $29 million. This 
compares with a total gain of $14 million in 1984. 


Non-Performing Loans and Loan Losses 


Non-Performing Loans 

Since 1982, non-performing loans and related loan losses have 
been the most important factors slowing the Bank's return to 
a more desirable level of profitability. It was expected that the 
general economic recovery and lower interest rates would 
ease the debt burden of those borrowers who were in serious 
financial trouble. This recovery, however, has proven to be 
extremely uneven, by both industrial sector and geographic 
region. Some industries, notably those in the oil and gas, real 
estate, and forestry sectors, have not fully participated in the 
recovery to date. For many of the Bank's clients in these 
industries, the turnaround continues to be difficult. In addi- 
tion, in many countries, especially those in Latin America, 
weak demand for commodities, heavy debt-servicing obliga- 
tions, and economic adjustment policies have dampened their 
full recovery. 

Non-performing loans are segregated into two separate 
categories — nonaccrual loans and renegotiated reduced rate 
loans. Nonaccrual loans are those loans which have been 
placed on a cash basis (interest is not recognized as income 
until cash is received) because management feels that the 
collectibility of principal or interest is in doubt. When pay- 
ment of interest is ninety days past due, loans are automati- 
cally placed on a nonaccrual (or cash) basis, except in certain 
instances where management has determined that the col- 
lectibility of principal and interest is not reasonably in doubt. 

When a loan is placed on a nonaccrual basis, any previously 
accrued but unpaid interest on the loan is reversed; that is, 
deducted from income. Subsequently, interest received on 
nonaccrual loans is recorded as income only if management 
has determined that the loan does not require a specific 
provision for loss; otherwise, interest received is credited to 
the principal amount of the loan. Nonaccrual loans are 
restored to an accrual basis when principal and interest 
payments are current and there is no longer any reasonable 
doubt regarding collectibility. 

Renegotiated reduced rate loans are those loans which, 
due to the weakened financial condition of the borrower, 
have been renegotiated to provide for a rate of interest lower 
than the prevailing market rates on similar loans to new 
borrowers. 
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Table 6 
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Non-Performing Loans (net of provisions for losses) 
As at October 31 


($ Millions) 1985 1984 1983 1982 1981 
Nonaccrual Loans 
Domestic 
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(1) Net of a general provision for country lending which has been allocated to the appropriate areas based on relative balances outstanding to problem countries. 


During fiscal 1985, the Bank's level of total nonaccrual 
loans, net of provisions for losses, fell from $2.7 billion at 
year-end 1984 to $2.4 billion this year. As Table 6 illustrates, 
Domestic Operations were responsible for most of this decline. 
The majority of Domestic nonaccrual loans are to large com- 
mercial and corporate borrowers in the oil service, real estate, 
and forestry industries of western Canada. Renegotiated 
reduced rate loans, virtually all of which were Domestic, 
totalled $180 million, up $74 million from year-end 1984. 


Net nonaccrual loans in International Operations were 
down modestly from 1984 to $1.2 billion. Most of these loans 
are to large sovereign borrowers in Latin America and the 
Caribbean. Total public sector nonaccrual loans amounted to 
approximately $630 million of the total. 
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As indicated in the section on Net Interest Income (page 38), 
nonaccrual loans generated an overall yield of approximately 
6% in 1985, up from 2% in 1984. This improvement had a 
positive impact on our earnings. While the Bank is uncertain 
as to when or what portion of the uncollected interest will 
ultimately be collected, we nevertheless expect that improve- 
ment will continue. 

The Third World debt situation continued to attract consid- 
erable public attention in 1985. Overall, progress was made 
on several! fronts. First, the debt-servicing requirements of 
borrower countries were eased somewhat in 1985 as U.S. 
interest rates declined further from 1984's level and the U.S. 
dollar weakened in the last half of the year. Second, several 
sovereign borrowers in lesser developed countries were 
placed on a sounder footing as progress was made in adjusting 
their local economies to meet foreign debt obligations. Adjust- 
ment programs included an increased reliance on the private 
sector to boost economic growth. Finally, longer-term debt 
reschedulings in a nurnber of countries, including Mexico, 
Venezuela, and Yugoslavia, are now being implemented. 

Recent U.S. proposals for a multilateral approach to bor- 
rower country arrangements indicate the willingness of the 
American government to play a leading role in the develop- 
ment of an international plan for restoring borrower nations 
to creditworthiness. Thus, while significant sovereign debt 
difficulties remain, the prospects for continued progress are 
encouraging. 


Loan Losses 

With the failure in 1985 of a number of small Canadian 
financial institutions, concerns were raised about the quality 
of Canadian banks’ loan portfolios. At the Royal Bank, the 
problem of loan losses has been dealt with realistically. In the 
1984 Annual Report, it was stated that the loan loss experl- 
ence had peaked. Evidence of this was that in 1985, while 
remaining high, nonaccrual loans and loan loss experience 
both declined for the second year in a row. 

Loan loss experience represents the Bank's best estimate of 
the additional specific and general provisions required in 
respect of its loan portfolio. Specific provisions are estab- 
lished on a loan-by-loan basis to recognize anticipated losses 
on identified problem loans. General provisions are made in 
respect of the Bank's aggregate exposure to countries which 
have previously sought rescheduling of their external debt. 
Accumulated specific and general provisions are deducted in 
determining the loan balances recorded on the balance sheet. 


Loan loss experience for a given year is equal to the sum of © 
that year’s loan write-offs, net of recoveries, and the year- 
over-year change in the accumulated specific and general _ 
provisions for losses carried on the balance sheet. The portion 
of the loan loss experience charged to income (called the 
provision for loan losses) is based on a formula prescribed by 
Canadian regulatory authorities, which has the effect of 
averaging the loan loss experience over a five-year period. 
Any difference between the loan loss experience and the pro- 
vision for loan losses is charged or credited directly to capital. 

In 1985, the Royal Bank's loan loss experience totalled $685 
million, a decline of $57 million from 1984. As Table 7 
illustrates, the improvement in loan loss experience was 
attributable to both Domestic and International Operations. 

On the Domestic side, loan loss experience fell from $380 
million in 1984 to $345 million in 1985. While losses in the 
large commercial and corporate sector accounted for the 
decline, they nonetheless remained stubbornly high, largely 
reflecting the sluggish recovery in the resource sector in 
western Canada. 

At $340 million, Internationai Joan loss experience was $22 
million lower than in 1984, in spite of an increase in the 
general provision for the Bank's lending to troubled country 
borrowers, especially those in the Latin America and 
Caribbean Area. This general provision is in addition to any 
specific provisions made for private sector borrowers in these 
countries. In view of the difficulties experienced by a number 
of countries in servicing their external financial obligations, 
the Bank began in 1983 to build up a general provision for its 
aggregate cross-borderx lending to such countries. The Bank 
intends to continue to add to the general provision in the 
periods ahead. The Bank believes that its approach to building 
up the general provision is similar to that of international 
banks in other jurisdictions and is consistent with the views of 
the regulatory authorities. 

The provision for loan losses, which is the amount charged 
to income, was $621 million in 1985, up $86 million or 16% 
from the previous-year. Although the Bank's loan loss experi- 
ence declined for the second consecutive year, the provision 
for loan losses continued to climb, due to the effect of the 
five-year averaging formula. Thus, within Domestic Opera- 
tions, the provision for loan losses rose by $16 million to $343 
million and within International Operations by $70 million to 
$278 million, in each case due to the effects of the averaging 
formula. 
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Table 7 


Detail of Loan Losses 


($ Millions) 
1985 1984 1983 1982 1981 
Loan Loss Experience 
Domestic 
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(1) Includes a general provision for country lending which has been allocated to the appropriate areas based on relative balances outstanding to problem countries. 
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Table 8 ryt 


Other Income 


Other income consists of all sources of income other than Other Wcone 


: : ($ Millions) % 
interest and dividend income, and includes a variety of 1985 1984 Change 
revenues from financial services offered such as Visa oe SEDVICEIC DATES act ene aia oy serra ciel ate $23... eee S22 LOA ene 12.9% 
service charges, foreign exchange revenue, and securities Visi iGestes co Re ae et Wie G8 iste 11.2 
commissions. In recent years this source of revenue has taken Loan and commitment fees ............--- OA ae 80. S3ce3 Le 
on greater importance for the Bank as overall credit demand Securities commissions...............25-. 51. ee Shr eatory 34.2 
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Service charge income rose 13% from 1984 to reach $237 
million. This increase reflects a greater number of deposit 
account transactions as well as selected price increases on Securities commissions, which include commissions on 
particular services to cover the actual costs of providing them. _ the sale of Canada Savings Bonds, fees from the purchase and ~ 
Visa fee income, which includes both merchant discount sale of stocks and bonds on behalf of clients, and under- 
and card-user fees, increased 11% to $109 million during 1985. writing revenues from merchant banking operations were 
Higher volume, a direct result of strong consumer spending, $51 million, 34% higher than in 1984. 
was responsible for the improvement registered in this Foreign exchange trading revenues rose 33% to $134 mil- 
category. lion during 1985. Much of this improvement was due to our 
Loan and commitment fees rose 18% from 1984 to $94 ability to effectively service a large client base while main- 
million, the increase largely attributable to Domestic Opera- taining a dominant position as a market maker in global 
tions. Fees from loan reschedulings, in both the private and foreign exchange during a period of highly volatile rates. The 
public sector, are generally deferred and amortized over the Royal Bank is a world leader in generating earnings from 
term of the loan. foreign exchange transactions and intends to continue to build 


upon this important strength. 

Fees on bankers’ acceptances, letters of credit, and guaran- 
tees amounted to $72 million, up slightly from last year's 
figure of $69 million. As in the case of corporate borrowing, 
activity in this area remained sluggish. 
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Non-Interest Expenses 

Banking is both highly labour intensive and customer-service 
oriented. Salaries, wages and employee benefits alone 

account for nearly two-thirds of non-interest expenses. A major 
challenge for the Royal Bank has been to support new and 
sophisticated banking products while simultaneously respond- 
ing to clients’ expectations for highly personalized services. 

The application of advanced technologies to financial ser- 
vices has long been a key part of the Royal Bank's strategy. 
The objective is to offer customers greater value than our 
competitors through a balanced combination of personal 
attention and automated support by the most cost effective 
means available. 

In 1985, total staff costs increased by 7%, largely reflecting 
a revised compensation package for employees. Total full- 
time equivalent staff amounted to 41,951, up only 63 over 
1984. Asa result of higher business volumes and a broader, 
more sophisticated range of services, the number of full-time 
equivalent staff in Canada rose by 601 to 36,400. Most of the 
increase was due to a higher level of part-time staff. 
Employees outside of Canada totalled 5,551, a decrease of 
538 from 1984. In part, the reduction in offshore operations 
was accomplished through the continuing rationalization of 
the international network. 

The effect of substantial investments in fixed assets and in 
technology can be seen in premises and equipment expenses, 
which increased by 11% in 1985 to $326 million. Depreciation 
and amortization expenses rose by 15% to $98 million, due, in 
large measure, to higher depreciation on bank-owned com- 
puter equipment. Other computer-related facilities costs, 
mainly rent and maintenance, increased by 15% to 
$63 million in the year just ended. 

Other expenses, which includes a wide range of miscella- 
neous business costs, increased 9% in 1985 to $442 million. 

There are several ways of evaluating productivity. In addi- 
tion to the ratio of non-interest expenses to average assets, 
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Non-Interest Expenses 
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another measure of productivity is the ratio of non-interest 
expenses to net interest income and other income. Effectively, 
this figure represents what it costs the Bank to generate each 
dollar of revenue. As highlighted in Chart 11, this measure 
was unchanged in 1985. 

The overall 8% growth in total non-interest expenses in 
1985 (7% excluding the impact of exchange rates on expenses 
denominated in foreign currencies) was somewhat greater 
than expected at the beginning of the year. Nonetheless, 
expense control and productivity improvement remain key 
strategies which will be aggressively pursued in the periods 
ahead. 
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Income Taxes 
In 1985, the Royal Bank reported a provision for income taxes 
of $200 million, an increase of $27 million from 1984. 

Like other corporations in Canada, the Bank is subject to a 
combined federal and provincial income tax rate of approxi- 
mately 50%. However, the effective tax rate of 29% shown on 
our 1985 statement of income may create the erroneous 
impression that the Bank is subject to a lower tax burden than 
other companies. In fact, the Royal Bank and other Canadian 
banks are subject to income taxes at normal statutory rates. 

There are two important reasons for the Bank's relatively 
low published tax rate: the tax-exempt nature of ''loan equiva- 
lent'’ securities and the lower rates of tax experienced by 
certain foreign subsidiaries. The Bank earns a substantial 
amount of tax-exempt income on its $2.5 billion portfolio of 
‘‘loan equivalents’. These consist of small business bonds, 
income debentures, and term preferred shares on which the 
Bank accepts a lower but tax-exempt yield. This lower rate of 
interest enables the issuer to raise funds more cheaply but 
results in the Bank's financial statements recording interest 
income on which there is no related income tax. 

Since the tax savings are largely passed on to the borrower 
in the form of reduced interest payments, the Bank is not a 
major beneficiary of the reduced taxes due to loan equiva- 
lents. For analytical purposes, a taxable equivalent adjust- 
ment, as discussed in the net interest income analysis of this 
report, is made to compensate for tax-exempt earnings. Were 
the reported tax expense adjusted to reflect this differential, 
the provision for income taxes shown in the Statement of 
Income would increase by $175 million in 1985 and by $221 
million in 1984, and would appear as $375 million for 1985 
and $394 million for 1984. 

The Bank's lower published tax rate also reflects the fact 
that certain consolidated foreign subsidiaries are subject to 
lower rates of income taxes in their home countries than the 
approximate 50% tax rate applicable to the Royal Bank itself. 

A reconciliation of the combined federal and provincial 
statutory income tax rates to the published income tax rates 
for 1985 and 1984 is provided in Note 2 to the Financial 
Statements on page 65. 


Portfolio Risk Management a 
The events of the past year in Canada's banking system have 
underscored the fact that a bank's success and stability ulti- 
mately depend on its credit policies, including the degree | 

of diversification of its loan portfolio. A bank must first and 
foremost be able to determine the soundness of each one of 

the lending proposals made to it. It then has to ensure that the 
loans it makes are sufficiently varied by industry and geogra- 
phy so as to spread the risk and avoid the potential of seriously 
impairing overall earnings because of adverse conditions or 
downturns in any single industry or region. It is the Royal 
Bank's usual policy to limit individual borrower loan authori- 
zations to all but a select number of independent corporate 
borrowers to 15% and, in all cases, to not more than 25% of our 
shareholders’ equity. At October 31, 1985, five borrowers had 
loan balances outstanding in excess of 15% of the Bank's share- 
holders’ equity. Country and industry limits are also established 
taking into account economic, political, and social consider- 
ations as well as strategic objectives. These limits are monitored 
closely and reviewed frequently. The accompanying tables | 
illustrate the degree of diversification of the Bank's assets. 

Table 10 provides a breakdown of the Bank's earning assets 
and shows the geographic diversification of its loan portfolio. 
In addition, Domestic loans are categorized by industry or 
type of loan. As the Table illustrates, the Bank is a major partici- — 
pant in each Canadian geographic and industry market sector. 

As a consequence of the broad global commercial activities 
of the Bank's clients in Canada and abroad, extensive financ- 
ing activities are conducted outside Canada. The extension of 
credit to borrowers resident in foreign countries both facili- 
tates the sale of Canadian goods and services abroad, and 
creates profit opportunities for the Bank. 

Foreign lending entails, in addition to normal credit consid- 
erations, risks associated with adverse political or economic 
developments. The Bank monitors international lending 
closely and limits concentrations of credit by risk class, that 
is, on a country-by-country basis and according to economic 
classifications of country groups. 


Breakdown of Loans 
As at September 30 
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' (1) The general provision for country lending has been allocated to the appropriate areas based on relative balances outstanding to problem countries. 
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Distribution of Earning Assets (1) 
by Country Classification 
As at September 30 


($ Millions} 1985 Per Cent 1984 Per Cent 
Tnaiastrializedicountries emcees ss om ITEM eee tecteata tahoe ana borteloarhers NebieNat 4am $76 065 & scintne dieters S72 omen ee rene $69°339. . 5 Save 85.8% 
Centrally-planned countries .. . o.. b+ 6 cee iy tre ec wean ee ee en eal one ae TOA A Ee Ao Savaee Aa arte et eS 627 2 52 a oe 8 
Oil-exporting COUNTIES! ac. ee Soe copie pert os ee ewreae wade wre tnieiart © «lle wo ened bein 173 7826S ee LG Risa hee 1/515: 3. Eee 1.9 
Developing countries: 

PRR Shy Li CORE wap g ct re ome + occ in laden ele ae eae aE ip wie laei die y0¢ maser einai PRE LV AG2 36525 es 1 Bey (eau ehcrcne ono 1,559. in... 5 eee 1.9 

Wiper middle income See. ls ache vne/s repaid Re as pine SH noe») s laa abe ene: oP digo eS Be foe brane ete ant 7. Wey SS onc 3,659.6 acs eee 4.5 

Intermediate mica lenncOmie socal, dates ceaten reed ciay otcinceeele, skier ence tesco SLO Ses, cistern ee oY Opie fos fev ei EI 3.246. «/., ee 4.0 

A Ponrsdcscas a cbLo Voll (a bolero) aXe aieaes eetea Ma eMOSRL Sse ORT MEP ice ht nny Chae CR CRIN Cachan ces Gerace te iu 0 AAG Oe cette rie an CED Lorene iethe & rue etn O12... Sheree eee 8 

IDroy git aVeroy oo Sipe iatey perintdn nee ee ter a aR Ge, cls So pnian earan RNR an CURIE, 6 Ch Ao oe WAITER RY Pes Gey Sra: AD SOA cee hee 24D: SE ee eee 3 
Potales Cee ees cme kets 2 tenn Lee Manin as cat Caimi a sce nate Deg ane Ae ae SST 2 il) ace ee LOOO%Ge ae orca $80; 7982.0 nee 100.0% 


(1) Earning assets are defined as all assets except Cash and deposits with the Bank of Canada, Acceptances, Land, buildings and equipment and Other assets. 
The distribution is based on International Bank for Reconstruction and Development classification of per capita income. The general provision for country 
lending has been allocated to the appropriate categories based on relative balances outstanding to problem countries. 


Table 11 illustrates the distribution of the Bank's interna- 
tional assets according to the development classification of the 
country of ultimate risk. The greatest proportion globally 
(87%) represents advances to borrowers in industrialized 
countries. The low income and lower middle income develop- 
ing countries account for $700 million or 0.8% of earning 
assets. 

Further evidence of the Bank's diversification of interna- 
tional risk is provided in Table 12 which shows total earning 
assets by individual countries where the balances outstand- 
ing, including loans funded in local currencies, exceed one- 
half of one per cent of total earning assets. The United States 
is the only foreign country accounting for 5% or more of total 
earning assets. 

It should be noted that during the year the Canadian dollar 
fell by 4% against the U.S. dollar and this resulted in higher 
translated balances for a number of countries, as the external 
debt is largely U.S. dollar-denominated. 

In 1985, the international debt situation continued to be of 
concern. However, the trend towards lower and more stable 
interest rates, the implementation of several longer-term 
rescheduling agreements, and the progress made in reducing 
the current account deficits of anumber of developing coun- 
tries were welcome developments. 

The following is a brief summary of the Bank's involvement 
with the major troubled borrowing nations in Latin America 
as well as a brief analysis of current economic conditions in 
those countries. In addition, a summary of recent develop- 
ments in international bank debt rescheduling is provided. 


Mexico: At September 30, 1985, the Royal Bank's exposure 
in Mexico totalled $1.6 billion, or 1.8% of total assets. Of 
this amount, approximately $78 million was classified as 
nonaccrual. 

Weak oil prices and expansionary economic policies 
resulted in a moderate deterioration of Mexico's external 
accounts with the current account being close to balance in 
1985. International reserves were a healthy U.S. $13.2 billion 
in September. The external adjustment achieved by Mexico 
since the 1981 current account deficit of U.S. $13.9 billion was 
exceptional and resulted from strict domestic austerity anda 
sizable contraction in real income. The authorities considered 
the continuation of strict austerity unsustainable through 
1985. Mexico has completed a multi-year rescheduling with 
foreign creditor banks and has indicated its willingness to 
continue its co-operation with the International Monetary 
Fund. Mexico has also declared its intention to join the General 
Agreement on Tariffs and Trade. 

Brazil: At September 30, 1985, the Bank's exposure in Brazil 
was $1.4 billion, or 1.7% of the Bank's total assets, $7 million 
of which was classified as nonaccrual. 

Despite strong domestic growth — well in excess of 5% — 
Brazil maintained a sizable trade surplus in 1985. At an 
estimated U.S. $12 billion, the surplus would be only 
U.S. $1 billion below the record 1984 performance. The biggest 
challenge facing the government is the reduction of inflation, 
which hovered over 200% in 1985. Authorities are developing 
a package of monetary and fiscal measures targeted to lower 
the annual rate of inflation to 140% by the end of 1986. 
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Distribution of Earning Assets (1) 
by Location of Ultimate Risk 
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(1) Earning assets are defined as all assets (including assets funded in local currencies) except Cash and deposits with Bank of Canada, Acceptances, Land, 
buildings and equipment and Other assets. Individual countries are indicated where assets exceed '/2 of 1% of earning assets. The general provision for 
country lending has been allocated to the ‘‘Other’’ component within each area based on relative balances outstanding to problem countries. 


Venezuela: At September 30, 1985, the Royal Bank's expo- 
sure in Venezuela totalled $760 million, or 0.9% of total assets. 
Of this amount, $121 million was classified as nonaccrual. 

‘Despite an 11% decline in export revenues due to weaker oil 
prices, Venezuela's trade surplus is estimated at a consider- 
able U.S. $6 billion in 1985 and international reserves were a 
healthy U.S. $10 billion in September. While the economy 
stagnated in 1985, inflation fell sharply to the 10% level from 
18% in 1984. In addition to controlling inflation, the govern- 
ment is addressing the imbalances within the economy. 

Argentina: At September 30, 1985, the Bank's exposure in 
Argentina amounted to roughly $450 million or 0.5% of total 
assets, $285 million of which was classified as nonaccrual. 

The results of the far-reaching monetary reform and price 
and wage freeze introduced in June 1985 have been encourag- 
ing. The monthly rate of inflation fell to 1.9% in October from 
over 30% in early June. Budgetary revenue has increased and 
spending has been curbed. The budget deficit has fallen to 4% 
of gross national product from 12% in 1984. The 1986 budget, 
now being finalized, aims at continued fiscal discipline and 
low inflation. 


Reschedulings: The most important development in the area 
of international bank debt restructuring since late 1984 has 
been the introduction of multi-year reschedulings aimed at 
‘smoothing out’ the profile of future scheduled payments. 
The profile of these payments for a number of countries was 
characterized by ‘humps’ which would have required very 
high rates of refinancing in given years. 

Argentina, Mexico, Venezuela, Ecuador, Panama, Chile, 
Yugoslavia and the Dominican Republic negotiated multi- 
year reschedulings in 1985. The Mexico agreement was con- 
cluded in August 1985, Argentina in September, Panama in 
October, and the others have either been signed or agreed to 
in principle. 
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Interest Rate Sensitivity and Liquidity Management 


Interest Rate Sensitivity 

Interest rate sensitivity is defined as the rapidity with which 
average yields on earning assets and average rates paid on 
interest-bearing liabilities respond to changes in prevailing 
rates of interest. Interest rate risk is introduced when assets 
and the liabilities used to fund them do not respond to interest 
rate changes concurrently. A key determinant of interest rate 
sensitivity is the repricing date — the timing of the next 
opportunity to adjust the interest rate to new market levels. 
Mismatches in repricing dates of assets and liabilities are 
frequently referred to as ‘interest rate gaps'’. A ‘'positive"’ 
interest rate gap exists when assets are more interest rate 
sensitive than liabilities; a '‘‘negative’’ interest rate gap indi- 
cates the reverse. 

When interest rates are falling, and liabilities are more 
interest rate sensitive than assets, the net interest margin will 
be enhanced for a period of time — for example, whena 
mortgage portfolio is funded by short-term deposits. This 
effect will continue until the mortgage repricing date is 
reached or interest rates on deposits reverse course. When 
prevailing rates of interest increase, and a negative gap 
position exists, the opposite occurs: the net interest margin is 
compressed. 

If the situation is one in which assets, such as prime-rate 
loans, are more interest rate sensitive than liabilities (a posi- 
tive gap position}, the result is the reverse of the situation 
described above; that is, reductions in interest rates compress 
margins, while rising interest rates increase margins. 

In all cases the extent to which the net interest margin is 
affected will depend upon the degree and rapidity of change 
in interest rate levels, the size of the cumulative gap positions 
and the maturity terms at which the gap positions exist. 


Unfavourable interest rate movernents, in a situation where ° 
cumulative gap positions exist only at shorter terms, will have 
a less adverse impact on spread than if the cumulative posi- 
tions existed at longer maturities. ; 

Management of repricing schedules of loans and deposits is 
a highly important determinant of bank profitability. To the 
extent that the repricing profiles of loans and deposits are 
matched, the exposure of net interest income to interest rate 
risk is reduced. A fully-matched position, while eliminating 
interest rate risk, also limits profit potential. Opportunities for 
enhanced returns arising from mismatched positions and 
favourable interest rate movements are constantly weighed 
against the costs that could arise from unfavourable interest 
rate changes. Interest rate sensitivity positions are managed to 
enhance profitability, to respect liquidity policy guidelines 
governing expected net cash outflows or, at times, to meet 
fixed-rate lending competition. 

At the Royal Bank, the management of interest rate sensi- 
tivity and liquidity positions world-wide, including those in 
currencies other than Canadian, is a specific responsibility of 
the Treasury and Money Markets Division. Certain activities 
are conducted through units based in major financial centres 
around the world, but are co-ordinated and controlled by 
Head Office. 

In International Operations, the Bank closely manages the 
projected net cash flows to control the adequacy of liquidity 
in all major market areas. Liquidity considerations take prior- 
ity over interest rate exposure factors and sometimes, asa 
result, forced gap positions of modest size do result. However, 
interest rate gaps caused by liquidity considerations in the 
Bank's foreign currency business typically are not significant. 


Chart 12 
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Interest Rate Sensitivity 
(as a Percentage of Total Assets) 
as at October 31, 1985 
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The Bank's interest rate sensitivity position as at October 31, 
1985 is highlighted in Chart 12. We have identified the port- 
folio mismatch at the one-month, three-month, six-month, 
nine-month and one-year time horizons. The figures which 
indicate the extent to which earnings are affected by interest 
rate changes are the cumulative gap positions. They represent 
the sum of all gap figures at or before the repricing date 
shown. As is apparent, interest rate gaps of significance are 
confined primarily to the shorter-term maturities. At the 
one-year point, the Bank has a cumulative positive gap posi- 
tion of less than 4% of total assets. 

We urge that these figures be viewed with caution since 
they indicate a position at only one point in time, and signifi- 
cant changes in positions can and are made quickly depending 
upon client demands and the Bank's view of future interest 
rate movements. 


Liquidity Management 

The main focus of Liquidity Management is to ensure the 
continuing ability to meet deposit withdrawals and borrowing 
maturities, and to satisfy customers’ world-wide require- 
ments for credit in a timely manner. 

Liquidity is maintained through close co-ordination of asset 
and liability management bank-wide. A cornerstone of the 
Bank's liquidity management policy is the maintenance of a 
highly diversified deposit base. Note 8 to the Financial State- 
/ ments on page 67 provides a detailed breakdown of the 
Bank's total deposits and, in particular, indicates the extent of 
the Bank's '’core’’ deposits in the ‘’payable after notice’ 
classification and other deposits by individuals. Other major 
elements of the Bank's overall liquidity management capabili- 
ties are: close management of loan and deposit maturity 
structures; policy limits which govern the maximum net 
outflow of funds which could occur in the near future; and 
access to liquid asset resources and committed credit lines. 

In Canada, the Bank currently maintains $1.3 billion of 
primary reserves, including cash and deposits, with the Bank 
of Canada, and an additional $1.4 billion of secondary 
reserves invested in short-term Government of Canada secu- 
rities as required by law. In addition to these statutory 
liquidity reserves, the Bank, under established internal poli- 
cies, maintains supplementary reserves in the form of very 
liquid assets which amounted to $1.8 billion at October 31, 
1985. The Bank also has access to the Bank of Canada, which 
functions as lender of last resort to the Canadian banking 
system. 


Internationally, the cornerstones of liquidity management 
are: diversification of world-wide funding sources; close con- 
trol of the maturity profiles of loan and deposit portfolios; 
policy limits governing net cash outflow; and supplementary 
reserves of very liquid foreign assets. As a major participant in 
the Eurodollar market, the Bank also has access to deposits 
from other large international banks and, in turn, places 
deposits with other banks to manage cash flows. 

In 1985, the Bank continued to follow conservative liquidity 
management policies. Domestically, this was reflected in the 
previously noted levels of supplementary liquidity reserves 
while internationally, year-end interbank redeposits of $12.5 
billion represented 29% of foreign currency assets. 


Capital Funds Management 

Capital Funds include common and preferred shareholders’ 
equity, appropriations for contingencies, and subordinated 
debentures. In its broadest sense, the role of capital is to 
maintain the full confidence of depositors, creditors and 
shareholders in the integrity and stability of the Bank. An 
adequate capital base is viewed as an important component of 
the Bank's capacity to absorb any unforseen and unusually 
severe setbacks which might otherwise impair its ability to 
continue operating as a going concern. Capital also provides 
the funds needed to acquire fixed assets, such as branch 
facilities and computer equipment which are necessary to 
conduct the business of banking. Finally, growth in capital 
funds is a prerequisite to the continuing expansion of credit 
and other banking services. 

A primary objective of management is to provide the 
common shareholders with a competitive return on invest- 
ment. Supplementing the common shareholders’ investment 
with long-term debt and preferred shares is an effective 
means of helping to achieve this goal. Capital funds manage- 
ment involves balancing the long-term safety and growth 
needs of the Bank with the return-on-investment expectations 
of shareholders. 

Total capital funds rose by 17% and amounted to $5.9 
billion at year end. During the year, the Bank issued U.S. $350 
million (approximately CAN. $479 million) of subordinated 
floating rate debentures due in the year 2005. An addi- 
tional $192 million was raised in common equity through the 
Shareholder Dividend and Share Purchase Plan. 
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Table 13 


Change in Capital Funds 
For the year ended October 31 


24 


($ Millions} 1985 1984 1983 1982 1981 
Net tC ORE: soe cece rear ees Ti ae ea ang cy ered een teak sesh Ne eas SAS Seas rene S45 Osman eer ee SACO Rees meme $358i<5 rere $478 
Excess of loss experience on loans 
over provision for loan losses. .....-- 1.10 eee e eee etree tect teen ener es (O4) ets ietee (ZO'7) ataeee serene: (S20 sess os (336)) Seer (33) 
Income tax credit on transfer to 
appropriations for contingencies. ........-- 6... eset e reer eee eee eens SZ era sco Ora ee eee SO. snsin ace steve teers 94. .2t yee eee 36 
Oi a Ene oe tian nia sao oar eaten yom Oy Ste ie (4BiScgce tin Spe A Sa sis cons mares at ie a gt A 21 e-ne _ 
Capital:from operations? apis .% <= je.+14 sian satel nie «Pie F nor IS copie So fase aha ats DO 2s ea ees S2L2cnree te raliediahe DAG sinheBrender x 13 Fic eee 481 
[Peon latale (-10l6 spe eem eee ce ea ce coma See, eI eae at oa aN sen be a Se (268) ier saat (ZA eerie aor ee (21 8 hase ens (201) aes: (148) 
Internally generated capital ..........-5..- 6 ee eee eee ets 234 ies ares AO Sue aeeials ots 28 org he pies (G4 in: seceseeetaws 333 
External sources of capital 
WOTTON STOCKS = acces Wess UG oe a OTT es or on anna ey neg ap enn etct 6 noe, ee eto a LOD, cra thine LADS Mago gae nto OG hare 43 ov anvtecaes oe 62 
PreverreGiStO Oks. ac teccmhenbie gic, 6 Stent eae see ha se ee OT ean eere sede kota Ieee SCE: eR YD. Ore hear or DS TS mT 2036 oo ae Low 
Debentiresis: cans Sok aisle ae ie tatcwl koe aeie nee age Woah ogee ee AAA Sohn te AN Ae eee | eee ere 4 342). akon Aenea 185 
TotaLexternalisources of capitalic ooo a5 sa, ee a esata GOOG) ore ee Loto): Beye ea DI 8 Onre con eare. 588. sae eeneeceree 398 
Total incvease.in. capitals yn. to en AS ee eee ae ee $840)26.. Seas SOD Os etme GA TAD nee ates $52 42 tare $731 


Table 13 presents the changes in capital funds for the past 
five years and shows that there has been significant improve- 
ment in the level of internally-generated capital. The reduc- 
tion in capital caused by the excess of loan loss experience 
over the provision for loan losses was again substantially less 
than in the prior year. While total dividends were higher, 
largely due to the greater number of common shares outstand- 
ing, the year's internally-generated capital, at $234 million, 
was three times greater than last year's amount. The Bank 
expects this important component of capital growth to show 
continued improvement. 

Table 14 presents the Bank's base capital, base capital equiva- 
lent, and adjusted total capital ratios, utilizing guidelines 
developed by the Office of the Inspector General of Banks. 
Base capital (formerly called primary capital) includes those 


elements of capital funds which are permanent, subordinate 
to other creditors and are free of mandatory fixed charges 
against earnings. Supplementary capital (formerly called sec- 
ondary capital) includes those instruments such as debentures 
and redeemable preferred shares which, although subordi- 
nate to the rights of depositors, do not have all of the required 
properties of base capital. As is evident in the Table, the 
Bank's capital position continued to improve in 1985. The 
base capital to gross assets ratio rose from 3.6% in 1984 to 
3.7%, while the adjusted total capital (base plus supplemen- 
tary capital) ratio increased from 5.0% in 1984 to 5.3% in 
1985. During the year the Inspector General of Banks intro- 
duced a new measure of capital called base capital equivalent, 
which is defined as base capital plus one-third of supplemen- 
tary capital. The Royal's base capital equivalent ratio of 4.2% 
at year end was improved over the 4.0% in 1984. 


Chart 13 


Capital Funds 
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Table 14 


NN 


Capital Ratios 


As at October 31 
($ Millions) 1985 1984 1983 1982 1981 
(ESSE 5 5 2c ates) Cee eo eC $896, 0072... ete OWE eee $84, 6820200. $88,456 ...... $85,359 
Maeroheredit and guarantees. 2.0.5.0 11.00 ee Se ode A SOBti oe AAO wae a uae SOO Dn rarest cs BAZ Sees ete 3,409 
Less investment in associated 
BeapOnditOns | 2070-5020 OWNER) =. - 0. eee cc oe. hone oD eee e sci ua Pelee (HOS) Ses en TE 0) rte or ct (QS eteehass et (SS) ier ever (75) 
“OES PEI 9 Gg SNE Gi a eA Re a a $100,671...... CVA ASP oe oleic DOO OZat eyes $9 U7 94e-2e aioe $88,693 
Base capital 
Momma GH ATENOIMErS [EQUILY. «<5 $005 feces nee ewes sioee ule ccs cg coulis 37371 90 eau ae » SHG Gre he nen Ua Bynie S 2i DAG: ers. a NPAC VAG) Pan penne c $ 2,293 
RIE Re etree) Sake S eae o..: bbe sie yeear . fhe CS ole... ecb ellen woahle: Bienes Ge acw ioe Sie Rn ear BOOe pesca aif Senses) ad ee — 
SEI rem a TOL COMUMPEMCICS 0. cic. - c\ ele acne oe a db ardemew youu’ LOW noes ae LOSE ena k eres: LOO ei pacerentenn LO le hata 258 
Less investment in associated 
Ba OLAOTIS (2076-00 OWE). are cient esses go, coe dene = deviate 46 cle moa s a wae’ RS cs 8 Ve eee cae (EVO Wircecnseeiae (OD) eee eerene 180) i enenanedes (75) 
ERT ce Meee NE ee sess to's Gare eG ie a bay Sead eee Tie a Canaan Oy ara ree MIAO were SS ost GUN ease PA Pita ghee ES Se 6 
Rae MCAD Cet ery ei ee Peay cashes tackirn! «tts Gh ppehe sl ova: & wyatt Atyas'e oleate 3,683 2 er omee SHAS T  Seecne oe YOO sais Bie Aaa D448 sii carchaes 2,482 
Supplementary capital 
I TC MEIAE OS IAS Asc acc ye ne wcltne otis s Hor abiv pee Rd * sy Sex lays Sad niga VAN SUES senor BA Seabee eas a S00 Recher es BOA Patty tert r te 150 
oh Ss GEES MSTA EES 1) cg Aes BI Pade Cee Cet a en M4 vs eae Ly OM a seat te sesn-ainc SSOGrieasian 4 95 Oita aero 559 
Gr MESMITOD CIN CMIPALY (COMUNE a sncjc cers aucneeie'e. sage ceria tie wish 6 hove $i» tuple areldine pis LO Otis oe eee Ly 3 Oras ae rare 12 OGraarwines eon B08 ss vetectane 709 
Adjusted total capital (base & supplementary) .......................00.. 5350s S465 eee oe $54) OG Dae $:3347/5 Dea: $3,191 
MERIC BERETS ASSCUS oo died Hide eigid ew ovo wip, Wee a oe web eee Berele Wee oi ss 3:70 5 es SO bs OER eRe SOU aeat eea ees: DECI ae 2.8% 
mesusted total capital to gross assets .......... 0 ccc ee cee eens 5.3% eigenen SD OGG tas Bi. GUG Dookie ALG Peta deed 3.6% 
Base/capital equivalent to gross assets (2)... .. 20... 6... tee eee ADU 0s ieee. AO. Yon Segeeesavsis SSAC R ee eee BD OR are nee 3.1% 


(1) Securities which are within five years of maturity are subject to straight line amortization to zero during their remaining term and, accordingly, are included 


above at their amortized value. 


(2) Base capital equivalent is equal to the sum of base capital and one-third of supplementary capital. 


Over the past few years regulators, investors and others 
have focused special attention on the adequacy of a bank's 
capital base. While the ratios reported in Table 14 are a useful 
indicator of the progress made in raising overall capital levels, 
we believe that ratios alone do not allow a complete assess- 
ment of this subject. More important and perhaps less quan- 
tifiable measures of a bank's stability are its management 
capability,the stability of funding sources, the diversity of 
loan portfolios and earnings streams, and market position — 
all of which are significant strengths of the Royal Bank. 

An important aspect of the Royal Bank's stability is its broad 
base of deposits by individuals which, as reported elsewhere 
in this report, totalled $39.0 billion at October 31, 1985. This 
core consumer deposit base permits minimal dependence on 
more volatile funding sources. 

Capital ratios are also affected by the relative liquidity 
positions of individual banks. While the high levels of liquidity 
that are maintained by the Bank have the effect of reducing 
reported capital ratios, it should be appreciated that such 
balances greatly increase the Bank's flexibility — and thus its 
stability — during periods of unsettled financial markets. 


All things considered, the Bank has a very sound capital 
position which compares favourably with that of its domestic 
and international competitors, and will continue to build on 
this base in the periods ahead. 

Readers are advised to exercise care in making direct com- 
parisons of Canadian capital ratios with those reported by 
banks in other countries. There are important definitional 
differences which may make such comparisons inappropriate. 
For example, the primary capital base for U.S. banks, as 
defined by regulators in that country, includes the allowance 
for loan losses. In Canada, such amounts are deducted from 
loan balances outstanding and are not included in the defini- 
tion of base capital. Similarly, unlike the Canadian practice, 
U.S. banks do not include off-balance sheet commitments such 
as letters of credit and guarantees in the determination of their 
capital ratios, nor do they reduce primary capital for invest- 
ments in equity-accounted associated corporations. Generally, 
Canadian capital ratios are based upon definitions that 
include broader groups of assets and more restrictive defini- 
tions of capital than those used by many foreign regulators. 
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SUPPLEMENTARY FINANCIAL REVIEW 


eae aaa 
Consolidated Statement of Income 
For the Year Ended October 31 


($ Thousands} 1985 1984 1983 1982 1981 1980 1979 1978 197s 
Interest Income : 

Loan Sh: 2 nett en ar aoe a eae $6,985,559 $6,967,533 $7,008,683 $9,360,648 $8,193,495 $5,006,165 $3,649,193 $2,532,891 $2,071,257 7 
Measerinancin Came ase aes eee ree anc 64,012 64,572 71,093 75,426 41,316 rey, Fie! 22,069 21,089 9,387 
Securitiess oxcncpinasc ice vane nn cs 770,747 (AS Soe 663,882 788,414 776,790 613,836 501,004 320,344 244,808 . 
Deposits with banks .............. 1,371,002 1,267,152 1,138,627 1,860,323 1,738,799 1,114,410 640,722 364,927 262,181 | 


9,191,320 9,017,594 8,882,285 12,084,811 10,750,400 6,768,189 4,812,988 3,239,251 2,587,633 


Interest Expense 


ae 


DEDOSHS Reis tee fo a ool meas 6,563,649 6,605,067 6,513,404 10,150,744 8,952,226 5,350,810 3,601,352 2,095,151 1,626,124 §— 
Banksdebentures apoe. cecnegs ae 147,623 120,217 126,699 128,506 71,659 49,476 44,894 33,764 27,933 
OPH eee eine ee a hoe ieee 39,133 38,616 39,318 40,293 14,780 9,739 4,857 4,628 5,072 
6,750,405 6,763,894 6,679,421 10,319,543 9,038,665 5,410,025 3,651,103 2,133,543 1,659,129 : 
Net Interest Income............. 2,440,915 2,253,700 2,202,864 1,765,268 1,711,735 1,358,164 1)161/885 1,105,708 928,504 — . 
Provision for loan losses:............. 621,000 535,000 452,000 344,000 185,601 124,430 106,021 96,544 833710 | 
Net Interest Income After 
Provision for Loan Losses..... 1,819,915 1,718,700 1,750,864 1,421,268 1,526,134 1,233,734 1,055,864 1,009,164 844,794 
Omercincomern cece sat to eee es 818,541 708,792 667,037 582,874 500,410 377,647 321,292 270,480 244,747 : 
Net Interest and | 
Other Incomes..5. 5.055066 2,638,456 2,427,492 2,417,901 2,004,142 2,026,544 1,611,381 1,377,156 1,279,644 1,089,541 a 
Non-Interest Expenses 
SALARIES ay eae teh caae poe nen emer ace 1,076,166 1,014,353 976,905 944,545 783,894 664,310 oy fay PA 493,650 443,714 
Pension and other staff ; 
DONCESh at coe te ae etna hee rien 104,498 91,546 98,129 91,516 78,668 73, (89 64,780 54,059 49,055 ; 
Premises and equipment, . 
sPovel bul bnovens(ejoseeraeeialoye) Go hewe one oo 325,676 293,954 273,264 255,852 203,029 176,886 157,975 151,387 132,747 
(OD aYS) Patent is eee Pe a CR rire rece ee een 441,831 403,659 397,459 381,961 318,425 274,650 212,963 180,492 159,562 | 
1,948,171 1,803,512 1,745,757 1,673,874 1,384,016 1,189,629 1,010,935 879,588 785,078 
Net Income Before 7 
Income daxese,.ctrm cate ce 690,285 623,980 672,144 330,268 642,528 421,752 366,221 400,056 304,463 | 
Incomestaxes tenn, ete ae esa eee 200,000 173,000 191,000 (28,000) 160,219 60,876 60,557 135,650 114,289 
Net Income Before 
Minority Interests............... 490,285 450,980 481,144 358,268 482,309 360,876 305,664 264,405 190,174 q 
Minority interests 7 
ISUOSICIATIES te tae ee ete ae oe 2,180 895 La dSyh 620 4,133 12,844 15,973 3,300 2,218 | 
INet Incomes aus sek ea. $ 488,105 $ 450,085 $ 479,993 $ 357,648 $ 478,176 $ 348032 $ 289,691 $ 261,105 $ 187,956 5 
ath anc SOR SRL Dale MRD Me BAA Keke Na eS A Cy ICEL USD See zie DAA ON Ne 
Income Per Share ; 
BASIC thc cesisdas.o eo aon a ne Re eee a $4.28 $4.25 $5.03 $3.87 $5.75 $4.74 $3.96 $3.57 $2.50 | 
. 
: 
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Consolidated Statement of Assets and Liabilities 


_ As at October 31 
($ Thousands) 1985 1984 1983 1982 1981 1980 1979 1978 WHA 
‘rie 
_ Assets 
“ Cash RBSEOSELCE OST cfarsrstentce cnc < ee es $14,992,013 $15,648,210 $13,001,831 $15,018,402 $15,851,527 $11,141,883 $ 9,752,064 $ 7,463,315 $ 6,565,099 
‘Securities 8 SGI ERIC a OR 10,490,229 7,483,882 7,356,747 6,794,565 7,346,426 6,567,092 6,103,886 4,674,358 3,478,874 
i TE a cadherin oe 63,830,803 59,014,248 58,066,890 60,284,459 57,131,133 40,805,248 32,713,333 26,977,407 23,066,315 
_ Customers’ liability under 
if PIES OL TELCOS Weta ahaa nce ov gus 4 n0a..s 0 el she 4,137,263) "3,332,313, ) 3,928,158 3/471)826 92,414,937 1,451,068 934,171 498 963 365,019 
Land, buildings and 
| BMRSCHEPINENE F655 silos cele ces 1,028,192 946,847 915,205 861,271 810,266 732,806 621,170 543,774 478,413 
EOSSELS ae cee eee eee 1,538,363 1,577,208 1,412,992 2,025,469 1,805,163 784,014 550,963 445,237 321,439 
————— 
Total MOET: SB a ire an $96,016,863 $88,002,708 $84,681,823 $88,455,992 $85,359,452 $61,482,111 $50,675,587 $40,603,054 $34,275,159 
__ Liabilities 
Deposits 
pe Payable ondemand........... $ 7,638,391 $ 6,908,522 $ 7,985,266 $ 6,958,361 $ 7,048,266 $ 7,174,200 $ 6,044,284 $ 6,241,106 $ 5,183,165 
iA Brayevle after notice............ 22,471,630 ~19,021,503 18,102,661 16,115,476 13,753,780 11,694,397 9,522,866 8,291,186 7,579,935 
_ Payable on aiixed date .:.4 .32 o0 53,432,948 51,658,320 48,301,281 55,331,625 56,063,342 36,964,587 31,007,746 23,032,064 19,111,274 
¥ . 83,542,969 77,588,345 74,389,208 78,405,462 76,865,388 55,833,184 46,574,896 37,564,356 31,874,374 
SSS 
_ Other liabilities 
BEPACCEDUANICES 00 ss ee ete 4,137,263 3,332,313 3,928,158 3,471,826 2,414,937 1,451,068 934,171 498 963 365,019 
OUNCE: 5 fa a ae 2,410,998 1,996,828 P941393° Ze7ljses  2/592;699 1,272,168 729,668 624,812 434,227 
Minority interests 
BEES MO SICIALICS vice cie se gis os 33 es Aero 8,528 8,110 4,786 2,249 6,305 176,230 164,656 14,607 8,887 
* 6,596,789 5,337,251 5,874,337 6,045,938 5,013,941 2,899,466 1,828,495 1,138,382 808,133 
_ Subordinated debt 
Hank Gebentures: <6... 4.6 sce. + 1,749,254 1,335,877 1,119,413 1,121,212 179,325 594,226 519/559 413,666 353,891 
_ Capital and reserves 
_ Appropriations for 
BONN PERCHES src). se oe eae > 100,712 102,712 100,197 100,894 257,800 213,180 212,163 129,914 64,270 
Shareholders’ equity 
} Capital stock - preferred......... 876,868 876,068 649,820 354,038 150,285 = = ae = 
fl SCOMMMOM creer aie 1 « 962,141 770,683 629,152 84,833 82,843 80,243 73,181 73,181 73,181 
omtnibuted surplus: ce chee oss ss = = — 451,965 407,872 348,125 192,762 192,762 192,762 
Retained earnings; «........... 2,228,130 1/991 772 1,919,696 1,891,650 1,801,998 1,513,687 1,274,531 1,090,793 908,548 
4,167,851 3,741,235 3,298,865 2,883,380 2,700,798 2,155,235 1,752,637 1,486,650 1,238,761 
_ Total Liabilities, 


m Capital and Reserves........ $96,016,863 $88,002,708 $84,681,823 $88,455,992 $85,359,452 $61,482,111 $50,675,587 $40,603,054 $34,275,159 
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Net Interest Income on Average Assets and Liabilities 


($ Millions) 1985 1984 
Average Average Average Average 
Balances Interest Rate Balances Interest Rate 
Assets 
Earning Assets 
Deposits with other banks... . 6.20. ence cree e eres eee aes $14,607 cen s tilencees O39 Voss Bier soar LS; LBZ. cause bled OV ee eee 9.61% ; 
Securities 
Issued or guaranteed by Canada and Provinces ............ PO ho MS estes te 2 Dien ata 903) ciacnse sae eee 2 S13) hee ae S17 LOS sig 
OT ORARE a ee = oS. eaters ae PES recreate cre ae 5468 ase 694..... L269). eee ae A AZ anes 622) sheen BAC PS. 5e 
8,259 946 11.45 (AES 939 12.91 
Loans 
WORT R AGES cetecsiyeast aiikeeoerahmes A TOW MU ee» eNO eee a 10:06:20 522-6 AQ eens DANO Rh clever eae 8: 8660)-6 ae 1,064.2 oe 12.00... 
Wistalimeneloanss cnc ceeds ote Coe oon ie Benn Wine se Ae OOS On ener PALME Ee rons VARS TAG ie ST eee 4 860". a sane C20 Swe 14 Slee 
Otherloans im Canadianicurrency nc. eee) oe a hee 23,450) 32 one 2,640... ... WARSZ OL 2 eee Gere 22 AST ee 2603s. ree 11.87. F 
OflierloansimfotetgniCurmrencies a. pnt os ect ra gh roe PAS PA VG, Ss ae 2a Bin ee POIGO) 2 ea eee DONS (a eee 2, 3OOtr eee iV AZ eee 
61,716 7,049 11.42 58,800 7,033 11.96 
Skowl ea neha res Ol Beant wh nave, er sn Ueeiryeme oan Se Ona sar 840582 ee 9°366....... PIVOT. eee 1251 ee O'23 Sarre TE66a8 
OPRCTANSS CES eters te ee ee en ee hers ae ee ee TiT2ZO: oi ee ok hae) Re ee ee eS ee 1405 jac 250 bee 
POCATPASSCES ea foc cae ee ere re Aric ea ae $92,302)... 489) 3662) ae LOSU4A Goa ae Sh $86,662 . 5... $9239 ae 10.66% . 
Liabilities 
Interest-Bearing Liabilities 
Deposits 
Wemancdiceposits mcnpes saat e seen maaietary ee renee sere $$) 4°9927 ae OS teen L296 Uo vee rs $. 5/661" =. sev Sees 2.44% . 
DEPOSIES DN DAK Simascace cats oe sents eae ee ai naan 20r2 2a ee SOS... eee 2 18 5S Tea ek a LO SOA ee see IO fee 9.98... 
Tenmdeposits mm Canadiamicunrencys st. vemos ae eee 1507140 5 oe 1584520, LOG). Sea ee S74 502 eee 526,55 ceee O.S8ie.. 
Other deposits in Canadian currency................... 19'087 < see e205). eee GS Sree atles L6}502) 2 saat LDL Stee 6.74.2; 
Term: deposits in toreiom currencies! aise seen eee 1333225 IG 7'G ne. ane 2 I Ls Se Seams nee tate ath 8 LG; 392 eee 2 Ove LO40Ree 
Othendeposisumioreismcurrenciesa eee kee RL Oo PR LOD eae BDA Denil eee ig 2VAOT SS ene LZ Serene Delores 
80,814 6,563 8.12 76,416 6,605 8.64 
Liabilities of subsidiaries other than deposits................. S47 eee BO) amour LEA oy RS tye cus ds cones OUP eRE Sie. 39: eee 11.40... 
Bank debentures. 2) ¢icks os. coke ete ee ee ee LAZO So Ree TAS tance LOUSOo LS Peo eee nea os es ei As 120 5n oe NORA SIAL 
Totalmiterest-bearing labilities turns se. Sener ©. ae 82/590 es 67750) 5... SILT ice ts CLG of OMEN acc © 6;;764.. See 8.69 
Other iabilities 48... Wo ok. oo ee ee eee OWL. 5: eRe DeA SED Bre SAE hee Sere ta Oe A Sc get 5, 260....... «Siete sdaten eee ene een 
Capital andiReserves) tony seni: 2 eee st ee 3,964 & eid Be iy py Ree ne EE eRe aL 3,529 ns cic 0 aro see Oe 


ei 

sy 

4 

q 1983 1982 1981 

Average Average Average Average Average Average 
a Balances Interest Rate Balances Interest Rate Balances Interest Rate 
- 

SS Se Sit 2p V2 Olgas $e LBS cee stews ONS BU eevried oc 1eniole s $13,765. Sa OOO map eees DS SOY Oe cs oe eae te $11,794. ae FS arene 14.74% 

|. Se DET ere SOLS cectns a SSO Megan. oan son ESOS eat SLO. sete a I Ce rane Ie 5 co Oe ieeche CRO OR Mare ae aes BOOM, Mate 14.77 
(3) SSS Spoor eee ASTON Uae eee DOU gi aioe s ZOOM pee tacpcca commas wei eons A SOO cele race 805... eke VE ero £2 eR EONS cycA eae A OBS ce cares Ol fama ae - 16.89 
AR 7,224 889 123 6,826 tb 16.42 6,621 1,063 16.05 
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| 
Domestic Highlights — Quarterly 
(as a per cent of average assets] 


1985 1984 
O4 Q3 Q2 Qi O4 Q3 Q2 Ql 
TTT 
Net interest income (taxable equivalent basis) ......... S728 70m 3.31% ....3.24% .... 3.27% S349), ar B59 VON ante SHELA) cas. > 3.64% 
Provistonutonml Oand OSSeS! area =n Gadeiennyeteinet a etter rs DAR muse: (O04 oe Aeyehs Goh Ge 64 {6 UN ene BotsMearumol = 09): ware 59 
2.74 2.70 2.61 2.63 2.74 2.81 2.96 3.05 
OpherineOMeee we sce user tka oh ey) erat rier LOA creo oe re pode arlene: Ae bie ent ery 99 OO ica set 1965, Sina OSit eee 95 
3.78 3.76 3.58 3.62 BSI fe) See 3.89 4.00 
INom-miberestiexpenSeS cherie te an tenor ary Gr IAW brow pin 2.602 micas 2263.05 ee 2.56 De OD sean ie PREY Tix wo at ho 254, negara IPE 
1.21 1.10 95 1.06 Jes 1.23 less: 1.43 
Income taxes (including taxable 
equivalentadjustment)’. 0006 vicar e cc eee soe oer Rote ee oar Aa cree Rey ol Ho) Gath eck sO aerator s60 ¢! meses .70 
EREUUPIN OMA SSE (Sia aren eps eaters ea sea ton suepeeayecie So Sie canes ‘63% DOW eee ONO aN O SNE ete O2%0: aaa SOO Utara .73% 
INS rele given Gy mod love n os aor aa cae es gone eens eo So OTs sees S$” 85 aioe Sey Deas so $ 77 Vel Mile $189) peas Ge 8 are $ 100° 
Average assets,($ billions) a. ance = oe SGLStt S59. 42 Lah Yohae Avie $56.2 PODS. eee $9060) ora $4 ee $54.4 
SO es ee eee eee 


SS SS SS ES 2 
International Highlights - Quarterly 
(as a per cent of average assets) 


1985 1984 
O4 Q3 Q2 Ql Q4 Q3 Q2 Ql 
Net interest income (taxable equivalent basis) ......... YAS PAU Sern Oe ZASM eee OZ IO eel Oe eases oo oe 1260.90 see MASEL A 32 cet 1.92% 
Prowisionmorioansl OSSeSwrciracias. storm oiler onseeed eraye rere ans OTS Rata 4b tai PSOne er hk ROO ACY Gee ee LOS: see crarner Stall 
1.26 1.29 1.02 1.38 1.18 93 97 1.21 
Otherincomese, so. eas Pa ete ignite cine, are £32 csr Daa otadee AS Y feet onedere .66 Oxo Beer (49. eer OF wexeue ae -63 
2.08 2.03 1.59 2.04 175 1.42 1.54 1.84 
INGHAintexesbexpenSesi easter nee orn eee 15 Loa bay AS Peres rivet Del Ox wan 1.09 fis sis esse 1d amen sear V22 eerie 1.18 
ASSP .78 .43 95 48 WHY 202 .66 
Income taxes (including taxable 
equivalen tac ustivent)h ec. oy cne toni ee eee eee Bs irre oe 4 en O09. Meee emit ps Aes ee AO} eres (08%. cae .28 
Return onassetsprs cecccumite rs trees 6 ics Seaton <4 290 4% Pee e400. yo D0 RehoW/ ihe, a erck A189) eee (24.0 38% 
Netanicomies(hrnntlltOns)mieeme inet bitin anes teers SOO yam $545. ae $28 oe $ 49 ae AS ele ge SIA. .eatee $c 192 $ 29 
AV erase asseton oOTTODS | ply etiam rein trans $3258.00 es $33:4) ee $34.4..... $33.3 $32.2 samen peel tchoe Bere fc $31, OR eee $29.8 
Total Bank Highlights - Quarterly 
(as a per cent of average assets} 
1985 1984 
ee O4 Q3 Q2 Ol O04 Q3 Q2 Ql 
Net interest income (taxable equivalent basis) ......... Pap SE IOS 5 ccc 2.89% .... 2.71%... 2.85% Dilalig Oeomarses aE TO rakes 2: 8670r eee 3.03% 
Provision for loandossest- 1 ee nee er nee ee (OCS orice: (O40 se oe nL O Aes ee .69 00s eer Ao) ee 62) eee .63 
Pde fag d 2.25 2.01 2.16 eal 243 2.24 2.40 
Opner ii cities. i naccban a aint wheaes Seren rast ee Pe OF oaciorh GO See OZ Sok: .87 Py oK! Bokcs Oe Jere OD ae ee SOh nae .84 
3.18 Sek5 2.83 3.03 3.01 2.92 3.04 3.24 
Non-interest expensescn. a) 500 nee ea ee ee ZZ Oe eer ZeliGuvan as 2.085 s.5r 2.01 Qld wore, eos: 20a ee ee 2 06p nee 2.08 
.98 .99 .75 1.02 .88 .88 98 1.16 
Income taxes (including taxable 
equivalent adjustmentiem. = eee ae eee A iad ane nae AA ee ROO ee .46 AO poe Sree FAD Pena ers CADDY Scene te eto) 
Retilenonasselisy citar acca etc ace See eae sD OVO ene PO Nasn en CEG Maen’ EWS A Sa 3 46%... vi Foro A eee cer .61% 
Net income ($ millions) Shak On Raat Pe CECE nud) WAS er cane SS1SO}-e re $100..... $ 126 $MOGee os GMOS Rrcressra ots Malin ct ta $ 129 
Average assets (Sdillionsir on. <a eur eee aad eee SOA tact $92.8 ..... SO2Z Zeer $89.5 $88.0...... $8853) cee: $85308 sor auet $84.2 
re ee ON ea ee gee EST Oe a 
Earnings per Shate ="Basic= .-. 00.0 once ee SL LGA: an nS A Kee Ba ene $0.85..... $1.13 SOLOS nae ee S093 oaereae SO Fee mtets $1.30 
= Fully eile 2 etic sctiat bata $1.04...... $1.04 ..... SO:805 cn $1.03 POlS8ee ae POSS ihe. $0083 ae $1.14 


Dividends Per Siete g o,00ter ck) sot ee ee ae $0:50.. :. .: $0:50 22 $0508. $0.50 SOISO eae SO:50 Reed S050 cee $0.50 


Selected Statistical Data 


q Nine-Year Analytical Review 1985 1984 1983 


Revenue and Expenses as a Per Cent 
of Average Total Assets 
Average total assets ($ millions) 


1982 1981 1980 


1979 


1978 


rrr ese 


LST. 


$92,300... . $86,700... . $86,700 ... $88,500... .$73,500.... $56,300. ... $46,200 ... $37,300... .$31,700 


Net interest income 


Notes to Selected Statistical Data: 
(1) These figures have been adjusted to a taxable equivalent basis to 
recognize income from tax-exempt sources of the following amounts: 


($ Millions) 


en oe ee ne eh rte TT owe Oh saa cons 36 
I ved asakanea nares ne 
ee ee eee ee) a Fee ®. ocee 198 
hs ES tS Ra ee) ee eee eee eee 230 
nn RTI NEC i Pecan vasns 287 
Ee eet ee crus ne stoed 331 
VT aoe a A cpt el 225 
ar CCTM eh ee eS Be tla cipahicle a » 221 
“SES Sets Goll) SRR 2 ene gee en er 175 


‘s (taxable equivalent basis) (1) .......... AsO S 70 antes 2. 8GU0n 4. ae POR NOW ae aes Seah Sehy e LENT MTE a) eran PRP RUM a Bee DEI OU Os pasate SLA Oe ccs 3.04% 
ge ovision for loan losses ...........-.--. ASW inte 5 ette EG ten aan ee. OL econ: DOR ne Se Oe aie eh ie een 52 Oaths .26 
2.16 2.24 2.28 1.98 2.47 2.60 Qe 2.88 Poets) 
Mee CONN GS cf stats ys epoiseora 5, Suthayn «co. s1s SOO recast ISL ce ayeries Bh, heey ieee OO rereraers LOSk aerators Reese aoe BOs eens oes Shi Dantes. Sack 3 SOE 
b ‘ 3.05 3.06 S205 2.64 SE L5 SA 3.42 3.60 S1g0)9) 
Ser on-nterest expenses... 20.1... .4.+.-.:- PAU Le pacts 2208 ee ates 72 OD Ma Sea LS Our tte TESS yet Dil Vega eer. ZOE eg. WamolaN eee Fecic 2.47 
; 94 .98 1.04 Ke MeVACE 1.16 123 1.24 1.08 
_ Income taxes (including taxable 
" o) equivalent AGIMISEMENT eran n cm eee ee Le aa, AG eee PAO Sea Soke ae A ee HS ey ae sD Dekh as ALO ee oli LOG Matern .48 
a Bee mority iPOUWEN CES SUAS 3, RL GG, SiC oan eee Ra nee © Ser gE sacs aa 1 tee ORS ROUT We eae ee NOVA ae, SOAR Ed. Be Oe tr Fe 10 
a 
ty Bee OU ASSCLS 2 eee eee ee eee es SOO /OT a: D2 00m 299 10.3 see PAO YO cds ASM, See 002 oars SOROS oe car AO Cee Bick 59% 
Share Information: (2) 
3 _ Shares outstanding (thousands) (3) ..... OT, 322 ca... 90,840..... SO7/G9 mn OOo oUieen BELO. 5... Ta AUZ ae ENSURE RR WASH ANSO See 73,180 
> Earnings per share - Basic ............. $4.28...... GAZ rs aysvens $0.08 Ses. ee SSIS are POM On erat $4.74...... RS 96am VOU areas $2.57 
; = Hulbyadilateds a. 4s Re eed LF ae Relos eto) peace ca Nauk ADS. ne ate SOS aes SOMAL Tae ee $4.74...... Bee JOS os te far DSTO mee $2.57 
LRG LETIVG IS ie ata Capen Oe ee rae aes eee $2:00...:...5 2. $2:00 Sark 2200! oes. $200 es La Ober nter: Si 2On eee sak AU an ae SOR(B.28 ee $0.69 
Common Share price (4) High ......... $32°38% 07... Meehan a alin PSGLOO cet 27250) tate $222 51s SOS $2938 en L S00 tee $14.31 
LOW iieecetiemrenan $27.90)... $24.88... $2305 Onera) OLS OO Ree ar S24 TS ies wuss SLA OA ee SIG LCS eewer hom wee $11.38 
Closessereec $31.50..... $2088... $3175 5 «...-$23.50. 445 NASP ASIN ORT S 20M orem c PSO Og cr mig O ates $12.38 
"ELGIUIK WINE LS (5) | ae aaa ee en dee SISALOW ce. S30l850. ne SS0;05Me st o2 9182 DOOR eens NPAC aac $23. 9b sor 20.3 Were $16.93 
Mince cammings ratio (6)... 2.266... 4. heh U ewes glee (alerts: Ssh anos Mer SS) Reo Beane ANG Ne ernst AMbels ora eat c Seley a ie AeA tc, 5.0 
MEAS CEVAGLC(i7/) cs mcrend Anes ayant a ances 6.4%...... GiOUoe ere OsGm ee eee S28 708 een: G:0%or sees DEO inure DAM oi yn lee BOM Asmias: 5.4% 
- Other Information: 
menummMmon equity (8). .2..02.202. 022.564 TSO bree wits anew 11658 Yom een dy Oe ae 20-09 ore wae DiS IOS ister LO Toei MAG crisis oe 16.1% 
Number of shareholders (9) ........... 89/947 ...... COS Seats O27 35210 aa OL LOO a AN TOG seen ares 38/403F 2 a SPA Octane RUE LaORI ae eb 32,276 
Number of employees (10) ............ 9h Wan Aas - Slo Oars SheyhOleth OA a CMIGONE 6.0.60 4 Sieh Ciera 5 et Sh OS4enos BOroU Mena eso) OOUlmmas 35350 
INtumeoerot branches ...,2..6.6...6000- 1,494...... de Oban niall aS Oua acca: 1 5683 neta exe nsw bees alates lea{o ae eee TO OA ween IBINOO eA pyle 1,595 


(2) RBC common stock was split 2 for 1 in March 1981 and all earlier 


figures have been adjusted accordingly. 


(3) Weighted daily average of equivalent fully-paid common shares 


outstanding. 


(4) High and low price of common shares traded on the Toronto Stock 
Exchange during the fiscal year and the closing price on the last 


trading day of October. 


(5) Common shareholders’ equity plus appropriations for contingencies 
divided by common shares outstanding at October 31. 
(6) Average of high and low common share price divided by earnings per 


share. 


(7) Dividends per common share divided by the average of high and low 


share price. 


(8) Net income after taxes less preferred share dividends divided by 
average of monthly common shareholders’ equity plus appropria- 


tions for contingencies. 


(9) Total common shareholders at October 31. 


(10) Full time staff on October 31. 


57 


53 


FINANCIAL STATEMENTS 


Management’s Responsibility for Financial Reporting 


These financial statements were prepared by the manage- 
ment of The Royal Bank of Canada. While the form of the 
financial statements and the accounting policies to be fol- 
lowed are stipulated in the Bank Act and related rules issued 
by the Inspector General of Banks, many amounts must of 
necessity be based on the best estimates and judgments of 
management. 

In discharging its responsibility for the integrity and fair- 
ness of the financial statements and for the accounting sys- 
tems from which they are derived, management maintains 
the necessary system of internal controls designed to provide 
assurance that transactions are authorized, assets are safe- 
guarded and proper records maintained. These controls 
include quality standards in hiring and training of employees, 
written policies and procedures manuals, a written corporate 
code of conduct and accountability for performance within 
appropriate and well defined areas of responsibility. 

The system of internal controls is further supported by an 
inspection staff which conducts periodic inspections of all 
aspects of the Bank's operations. In addition, the Bank's Chief 
Inspector has full and free access to the Audit Committee of 
the Board of Directors which oversees management's respon- 
sibilities for financial reporting. The Audit Committee is 
composed entirely of directors who are neither officers nor 
employees of the Bank. 


Auditers’ Report 
To the Shareholders, The Royal Bank of Canada 


We have examined the consolidated statement of assets and 
liabilities of The Royal Bank of Canada as at October 31, 1985 
and the consolidated statements of income, appropriations for 
contingencies and changes in shareholders’ equity for the 
year then ended. Our examination was made in accordance 
with generally accepted auditing standards, and accordingly 
included such tests and other procedures as we considered 
necessary in the circumstances. 

In our opinion these consolidated financial statements 
present fairly the financial position of the Bank as at 


The Inspector General of Banks, at least once a year, makes 
such examination and enquiry into the affairs of the Bank as 
he feels necessary to satisfy himself that the provisions of the 
Bank Act, having reference to the safety of the depositors and 
shareholders of the Bank, are being duly observed and that 
the Bank is in a sound financial condition. 

Touche Ross & Co. and Price Waterhouse, the independent 
auditors appointed by the shareholders of the Bank, have 
examined our financial statements in accordance with gener- 
ally accepted auditing standards and their report follows. The 
shareholders’ auditors have full and free access to the Audit 
Committee to discuss their audit and their findings as to the 
integrity of the Bank's financial reporting and the adequacy of 
the system of internal controls. 


Rowland C. Frazee 
Chairman and 
Chief Executive Officer 


Allan R. Taylor 
President and 
Chief Operating Officer 


October 31, 1985 and the results of its operations for the year 
then ended in accordance with accounting principles pre- 
scribed by the Bank Act applied on a basis consistent with that 
of the preceding year. 


Touche Ross & Co. 
Price Waterhouse 
Chartered Accountants 


Montreal, December 2, 1985 


Consolidated Statement of Income 


a a a TF SSS SS EP NS 
(in thousands of dollars) Year Ended Year Ended 
October 31, 1985 October 31, 1984 


Interest Income 


CENA” ie ates UE ee eae a es $6,985,559 ........ $6,967,533 
Beas ARCHIE a ene 2 A ts ta castes % acnels ds Celgene Set 2 ae 64,572 
»TEIUILSTE 1°22 0 SU ice Qe ae Ft Sy CI Glee a a es pel cHee ke xe 
Be ards VIED AIAG Fo oe reyes af esen’ 6 ite aos se au), aus Li, OO Aen oy 1267 152 
9,191,320 9,017,594 
Interest Expense 
| COTO TCR Sl Sie aa gy ON gan OA aU De 6,563,649 .......... 6,605,067 
Pa ROWE MMPS As sco fais nas ascncd esi cio 64. te Sipaaho ec Tat ODS rka ivi ein x 120217 
NO re es es cae Mens ee tit nce Dock woh Fal be Bs eae ee 38,610 
6,750,405 6,763,894 
Net Interest Income......................... 2 A40/915 cela 2,203; 100 
PROVISION TOL lat LOSSER oh sas aici Sv x acs o's ol boa.0 es Gm 621000 ie. fess 535,000 
Net Interest Income After Provision 
PO tOAN.LOSSESic GBA ee ee BA cosherss hw Save ee an L Sieg ts. ae. 1,718,700 
CQeverineminienen <5 ted. Je ee Mas nie Sa She Leek tas StS 544-4. Se 708,792 
Net Interest and Other Income.............. 2,038,406 so nce e is 2,427,492 
Non-Interest Expenses 
SSI INGE Ses aru: 3 Eo op er i ne ep a O76) 1G62 or sae 1,014,353 
Pension and other staff benefits................... 104,498 902 Fi ad oes 91,546 
Premises and equipment, including 
CONAN Re se RRP ot tr Les ie SEGA Sa ee es 320,010 22. ee. 293,954 
CDi peT Te ee ad 6 ts ere wy os FER asd ies oo AAV-8ST 5. 403,659 
1,948,171 1 803;512 
Net Income Before Income Taxes .............. 690285 «ook esses 623,980 
BN COMINE VANES (MOLE) co 8 co ac6 oaks airy oe one eye whee a os ZOO 000% co noses 5: 173,000 
Net Income Before Minority 
TALCTESES 5 6 icra ne ss eerie eda te kat se ie AQO 285 wha ye oe 450,980 
Minority interests in subsidiaries ...............-.5- Aad 4 | ee erm rat ag 895 
PEL RICGUOLE, Sf aoated batons Fes alate a as 5% SP ASS OS oe oat a nse $ 450,085 


rs Fe a eee 
Income per Share (note 3) 
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Consolidated Statement of Assets and Liabilities 


SWS SE ET 
(in thousands of dollars) October 31, October 31, 
1985 1984 


Assets 


Cash Resources 


Cash and deposits with Bank of Canada........ $.. 15406259) on. $ 1,531,214 
Deposits-with other Dan ksi ce srstiatmr hs mane eee 13, 5857654062 Ne aoe 14,043,302 
Cheques and other items in transit, Met: 2.055 ssyacseaceeieia eee eae ee 73,694 
14,992,013 15,648,210 
Securities (note 4) 
Issued or guaranteediby Canada <.:, 1... eon 3) 101,400) S32 2,774,411 
Issued or guaranteed by provinces and 
munieipal-orschoolcorporations 5. 2a. nae ae £58 (295 Boece 86,675 
Other Securities. 2s. seen aman 27 ee ee 6,600,534 ......... 4,622,796 
10,490,229 7,483,882 


Loans (note 5) 
Day, call and short loans to investment 


dealers and. brokers) Sectredh. 1.4... 2208 oe nee 626,933) . .saae te 203,342 
Loansto banks:..ck) pe eee oe a, See 2 OZTOGO ES | ox snes 2,014,304 
Mortgage loansn Wiad. cee ee. on ee it O36;S48". 22s. 9,457,975 
Otherloans soi) hed eee ee eee 5O°US9 962 ~ ve 47,338,627 

63,830,803 59,014,248 

Other 
Customers’ liability under acceptances.......... 421 Si 263e5 vase BOS; oLe 
Land, buildings and equipment (note 6).......... L028 192) 27/4 oso 946,847 
Other agsets:(note- 7): > seems ant ae ee 1538, 3O03. cok kn 1,577,208 
6,703,818 5,856,368 
$96,016,863 $88,002,708 


een Sa SS SSS SS 


(in thousands of dollars) October 31, October 31, 

1985 1984 
SS a ES Ee eee ee a eee mee 
Liabilities 


Deposits (note 8) 


Mave MeOMOCMIANG 2. ceueG dat ojeks-+ <x <is go so SF 658739 Lipeiscsed $ 6,908,522 
Pia mlerarter NOUCE . . aedy dle sss se eo eh aes CHATAIGSOe cnaian 19,021,503 
Payaple on atixed date’ it occa Ss heck Oe: 53/432;948 2.4 002.5 51,658,320 
83,542,969 77,588,345 
Other 
Cheques and other items in transit, net ............ NOSOF2 ate ae _ 
/ASEIOS (0) PERILOUS ne ee a BAST LOO reg so seo Pom wo! 
Liabilities of subsidiaries other 
STEADMENC OST S IL OUC ook, cel ga ays astsianee ss Ser fie « SOS, SOO" e aasenee ences 336,055 
Other habilities:(note 10} ss eta y ice wee ees y Pore £8593 /55 Fee Us ants 1,660,773 
MamMority interests in SuDSIGIATIES «25.5.0... eee ee se SLO satiate Teams 8,110 
6,556,789 SycekeN peice b 
Subordinated Debt 
AMT Cea CS IROL NA 2c yedecan, cba cin sacacleusiayslnus' TAG 2a boosie L385.804 
Capital and Reserves 
APPLOMLIAUODS 1G COMUMSENCIES <5 o- ee. ey sw oo POOR T U2. os tre 102,712 
Shareholders’ equity 
Grete N23 corel <i c (os 4 i ee ar’ oa T7839; 009% 2) dares 1,646,751 
Retaimed Can Minigel tai oi gia teh ya ea Dy OL acer ae 1,991,772 
4,167,851 3,741,235 
$96,016,863 $88,002,708 
ROWLAND C. FRAZEE 


Chairman and Chief Executive Officer 


ALLAN R. TAYLOR 
President and Chief Operating Officer 
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Consolidated Statement of Appropriations for Contingencies 


a 
(in thousands of dollars} Year Ended Year Ended 
October 31, 1985 October 31, 1984 


i 


Balance at Beginning of Year (tax-paid) ........... S402 71 2a ete $100,197 
Loss experience On.loans... 62-26. .e e bere c ees (635/000) ee (742,485) 
Provision for loan losses included in the 

Statementof Income. - oso ns cnet oe ee ees 621000 2S 535,000 
Transfer from Retained Earnings ................4; 62,000.25. ert 210,000 


Balance at End of Year (including 
tax-deductible of $48,409 in 1985; 
UGS LOGY ice. acre sieas pom re eeee SIOO; 722 wate teak $102,712 


Consolidated Statement of Changes in Shareholders’ Equity 


(in thousands of dollars) Year Ended Year Ended 
October 31, 1985 October 31, 1984 

Capital Stock 
Balance.at Beginning of Yeatoen-../a0es eee aoe $1,646,751 ........ $1,278,972 
Issue-of preferred, shares... «a. a. eels ee ee eC 229,930 
Issue, OL COMM ONSNATES.. ci. cme ee eee eee 1917 458032 2 ee 141,516 
Preferred shares purchased for 

CAN COM AtON 6 inci oaee's Gee ance agemnieh eee ee [4 LO) ceptors (5,177) 
Translation adjustment on shares issued 

in fOrel PD. CUTTENCY. sod aie sygeahe ene coe Boe tie signi Lo10 
Balance at'End of Yeats... 11.5420 cee eee $1,839,009) 2c. cane $1,646,751 
Retained Earnings 
Balance at beginning of Year oy. eee SL OOT TL 2 ke $1,919,696 
Netincomit. 3 sin ons S aba te eee ASS, VOR: Foe ans 450,085 
Dividends (note 12h. scs$. 5 azeenetseaeena eee (ZO7 SU erat ae ee (247,046) 
Gain on preferred shares purchased for 

cancelatanar.. «1,4. Sic aca en dae eee eee a oe bo OY etna O37 
Transfer to Appropriations for 

Contingencies ac dss .n ates een eee ee (62/000). 25020 Fe (210,000) 
Income taxes related to the above 

transter (mote 2\) .5.<2..c'dc),auha bene eee $2:000 4 25s ae 91,400 
Expenses of share issues net of income 

taRGSi(MOte 2) 2). wena cigs Ate eds ee ee Sas a ae ae (1,217) 
Unrealized foreign currency translation 

losses net of income taxes note 2)................. [4,55 it ge Sees (12,103) 


Balance-at End of Year>. ce. eee $2228, F304 heeo8: $1,991,772 


Notes to the Financial Statements 
(All Tabular Figures are in Thousands of Dollars) 


a 


1. Significant Accounting Policies 

The consolidated financial statements of The Royal Bank of Canada are 
prepared in accordance with accounting principles prescribed by the 
Bank Act and the related rules issued by the Inspector General of Banks 
under the authority of the Minister of Finance, and other prevailing 
practices of the banking industry. These regulations require the Bank to 
carry its assets and liabilities on the historical cost basis and to follow the 
accrual method of accounting. 


The accounting principles followed in determining Net Income con- 
form in all material respects with accounting principles generally 
accepted in Canada except for (i) the deferral of gains and losses on the 
disposal of debt securities and (ii) the accounting for losses on loans. 

The significant accounting policies of the Bank are summarized below: 


Basis of Consolidation 
The consolidated financial statements include the assets and liabilities 
and results of operations of all subsidiaries after elimination of intercom- 
pany transactions and balances. The Bank accounts for the acquisition of 
subsidiaries using the purchase method; any difference between the cost 
of the investment and the fair value of assets acquired is amortized over 
appropriate periods varying from 5 to 25 years. 

Investments in associated corporations (corporations owned between 
20% and 50%) are accounted for using the equity method. The Bank's 
share of earnings of these associated corporations and gains and losses 


realized on dispositions of investments in associated corporations are 
included in income from securities. 

As required by the Bank Act, a listing of subsidiaries, associated 
corporations and other corporations in which the Bank owns in excess of 
10% of the voting shares is shown in note 17; separate condensed 
Statements of Assets and Liabilities and condensed Statements of Income 
for Royal Bank Mortgage Corporation, RoyLease Limited and Royal Bank 
Venture Capital Limited are included in note 16. 


Translation of Foreign Currencies 
Assets and liabilities denominated in foreign currencies are translated 
into Canadian dollars at rates prevailing on the balance sheet date; 
income and expenses are translated at prevailing quarter-end rates. 
Foreign exchange trading positions, including spot and forward con- 
tracts, are valued monthly at prevailing market rates and the resulting 
gains and losses are included in '’Other income’’. Realized gains and 
losses on foreign exchange transactions are also included in ’’Other 
income”’. 


Unrealized foreign currency translation gains and losses (net of hedg- 
ing gains and losses) on investments in foreign branches, subsidiaries and 
associated corporations are recorded in Retained Earnings. On disposal of 
such investments, the accumulated translation gain or loss is included in 
income. 


feiterest Rate Futures 
The Bank uses interest rate futures in trading activities and to hedge asset 
and liability values and interest rate exposure. 
When used in trading activities, interest rate futures are marked to 
market and the resultant gains and losses are recognized in current 
income. 


Interest Rate and Cross Currency Swaps 
The Bank enters into interest rate and cross currency swaps as an 
intermediary between swapping counterparties in order to earn fee 
income, and as a principal in order to manage interest rate and foreign 
currency exposure. 

When acting as an intermediary, the Bank records fees for arrange- 


-- ment services in income as received. 


When used for hedging purposes, gains and losses on interest rate 
futures are deferred and recognized in income over the average expected 
remaining life of the hedged asset or liability. 


When acting as a principal, the bank accrues income or expense 
associated with interest rate and cross currency swaps over the life of the 
agreements. 


Foreign Currency Options 
The Bank enters into foreign currency options as a writer in order to earn 
fee income, and as a purchaser in order to manage foreign currency 
exposure. 

Both written and purchased foreign currency options are marked to 
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market and the resultant gains and losses are recognized in current 
income. For written options, the maximum gain accrued is equal to the 
premiums received at inception; for purchased options, the maximum 
loss accrued is equal to the premiums paid at inception. 


Securities 


Securities include both investment account and trading account securities. 


Investment account securities are carried at amortized cost. Premiums 
and discounts are amortized to income on the yield method over the 
period to maturity of the related securities. Gains and losses realized on 
disposal of debt securities other than Treasury Bills are deferred and 
amortized to income over five years. Gains and losses realized on disposal 


of other investment securities and write-downs to reflect permanent 
impairment in value are included in income in the period in which they 
occur. 

Trading account securities are carried at estimated current market 
value. Gains and losses realized on disposal and unrealized valuation 
adjustments are included in income in the period in which they occur. 


64 


Loans 

Loans are stated net of unearned interest and provisions for losses. 
Specific provisions are established on a loan-by-loan basis to recognize 
anticipated losses on all types of loans except Visa card balances, which 
are written off when no payment has been received for 180 days. In 
addition, general provisions are made in respect of overall exposure in a 
number of troubled countries based on an assessment of the underlying 
economic conditions in those countries. Aggregate specific provisions 
and general provisions for losses on loans are increased by new provi- 
sions (the '’Loss experience on loans’') and reduced by loan write-offs net 
of recoveries. 

The ''Loss experience on loans'’ is charged to ‘'Appropriations for 
contingencies’’. The ''Provision for loan losses'’ (based upon a formula 
prescribed by the Minister of Finance designed to average the loss 
experience over a five-year period) is charged to income and credited to 
’' Appropriations for contingencies’. 

Non-performing loans consist of nonaccrual loans and renegotiated 
reduced rate loans. Nonaccrual loans are those placed on a cash basis 
because there is reasonable doubt regarding the collectibility of principal 
or interest. Whenever payment of interest is ninety days past due, loans 
other than Visa card balances are automatically placed on a nonaccrual 
basis except in certain instances where management has determined that 
the collectibility of principal and interest is not reasonably in doubt. 


Upon classification of a loan to a nonaccrual basis any previously accrued 
but unpaid interest thereon is reversed against income of the current. 
period. In subsequent periods, interest received on nonaccrual loans is 
recorded as income only if management has determined that the loan 
does not require a specific provision for loss; otherwise interest received 
is credited to principal. Nonaccrual loans are restored to an accrual basis 
when principal and interest payments are current and there is no longer 
any reasonable doubt regarding collectibility. 

Renegotiated reduced rate loans provide for a rate of interest lower 
than the prevailing market rates on similar loans to new borrowers. 

Loan fees are included in income as received only where they relate to 
expenses incurred or services performed. Loan rescheduling fees and 
fees received which are in lieu of interest are deferred and amortized 
over the term of the loan. 

Lease receivables, included in loans on the Statement of Assets and 
Liabilities, represent the aggregate remaining lease payments less 
unearned income. Unearned income, which at the inception of the lease ~ 
represents the difference between total lease payments receivable and 
the cost of the leased asset, is amortized to income over the lease term so 
as to yield a constant rate of return on the declining balance of the lease 
receivable. 


Acceptances 
The Bank's potential liability under acceptances is reported as a liability 
in the Statement of Assets and Liabilities. The Bank’s recourse against the 


customer in the case of a call on these commitments is reported as an 
offsetting asset of the same amount. 


Land, Buildings and Equipment 

Land, buildings and equipment are reported at cost and are depreciated 
principally on the straight-line method over their estimated useful lives 
as follows: 


Buildings 

Computer equipment 

Furniture, fixtures and other equipment 
Leasehold improvements 


20 to 50 years 

6 years 

7 to 10 years 

term of lease plus first option 
period 


Appropriations for Contingencies 

The Bank makes appropriations for contingencies with respect to possi- 
ble unforeseen losses on loans (in addition to specific provisions for 
losses on identified loans and general provisions for losses on lending to 


troubled countries) through transfers from Retained Earnings. Of such 
transfers, the maximum amount which may be made on a tax-deductible 
basis is prescribed in regulations of the Minister of Finance. 


Income Taxes 

The Bank follows the tax allocation basis of accounting under which 
income taxes on specific transactions are recorded in the periods in 
which the transactions are recognized for accounting purposes regardless 
of when the transactions are recognized for tax purposes. Deferred 
income taxes accumulated as a result of such timing differences are 


included either in ‘Other assets"' or ’’Other liabilities'’ as applicable. In 
addition, the Statement of Income contains items which are non-taxable 
or non-deductible for income tax purposes. Such permanent differences 
cause the income tax provision to be different than it would be based on 
statutory rates. 


SS 


OO SS SSS Ss se 
2. Income Taxes 1985 1984 


The total income taxes for the year are reported in the consolidated 
financial statements as follows: 


EER EL OCMS rt rs SP ok te cs otis oie Gee oe avd cack eus eee ee ee $200,000 .......... $173,000 
Statement of Retained Earnings- . 
Beers ce 0 appropriations for Contingencies... 2... 000 ec cece ve debe Oencce ca cnees 182/000) sixctonaeoce (91,400) 
(ToS aS rs 0 aan Cea ELS: OY) ra A cr ep arid ahtag SAO (1,200) 
feeecnzed soreign currency translation losses... . 2.2.0... 2. ee cue ewan da Oe dln iva ieseenven (38,000) 50 2. fi eee (4,500) 
OEE cig edi hn RON coe wed Eprug a o's o 3 Boar ee Oe Ab es Se $780,000. 2.52 60 $ 75,900 
_ The current and deferred income taxes are as follows: 
SSS LT LCE VERS Jin val il GS a cree Re ae er aces oe aa $™6O0;385 2255 ee ® 1515931 
RRM er a ec T A 6 os soins se 4 is a2 whos dnp ts sg whack, sedacd sb Meal a eee ated ASM od eee ee oo 23,969 
a PERI AC SECTOR Tih). Oe Shella 8 oe ciao cw d-depd Vices ic Weaiarweelsevdicohe ted PbeoI A cl Mahaivas leno $80,000) 45. 2a ® $ 75,900 
Income taxes in the Statement of Income are at an effective rate less than 
the combined federal and provincial statutory income tax rate for the 
following reasons: 
‘Combined federal and provincial statutory income tax rate....... 0... c cece cece cece eeucuceeeees AS: 9U0: crepes eek 48.4% 
Increase (decrease) in rate resulting from: 
Tax-exempt income from securities, primarily income debentures, 
eee ecetned suatesand small business bonds... ... 2.4... 6.6 debi cee es ad bs celeoeneee anion fe ie Ie. 3 ein hata yee tee (17.1) 
movercavetrace tax rate applicable to foreign subsidiaries... 1.0.05... . eb cose cece cen estan Pe2 Oe mecure wes are (4.9) 
Sg 6. 5s jaa mins b gavin a Anus iaiabv snap do a code dalubW geldbsneaie aba ache eee plese vas ODT eer anus i 
; IR se cach 88 oglu uc tpn, ss Pig WS aie San 4 wove Seni gid.w'> ee da aa ohne ep Meats a oe «eae BOOYO icc a8 ee ee 27.7% 


3. Income per Share 

Basic Income per Share is after deducting preferred dividends _ tible securities and exercise of all warrants outstanding as at 

of $71,780,000 (1984 - $64,333,000) and has been calculated the beginning of each year or date of issue if later. For 

on the average number of common shares outstanding. The purposes of this calculation, adjustments have been made for 

average number of common shares outstanding for the year the after-tax interest on convertible debentures, the dividends 

ended October 31, 1985 was 97,321,503 (1984 - 90,840,090). on convertible preferred shares and an imputed after-tax 
Fully Diluted Income per Share has‘been calculated onthe _ return at an appropriate rate on additional funds of 


average number of common shares which would have been $41,997,000 which would be received on the conversion of 
outstanding in each year assuming conversion of all conver- the second preferred shares series A. 
a eS NR EE SS LE I LE EE 
4. Securities Maturity 1985 1984 
Within lto3 ait0\5 5 to 10 Over10 Carrying Estimated Carrying Estimated 
1 Year Years Years Years Years Amount Market Amount Market 
Value Value 


EE a a 
Securities Issued or Guaranteed 


by Canada and Provinces......... $3,860,404 $ 26,685 $ 269 $ 246 $ 2,091 $ 3,889,695 $ 3,891,079 $2,861,086 $2,843,412 
Other Debt Securities: 
Floating rate income 
Ae DEMLULES pum encn rs woo ore ee stone, 40,972 82,311 42,534 31,550 120,750 318,117 318,117 375,129 315,129 
Floating rate small 
bitsiness bonds aa. side toe oe bie 15,922 124,193 302,166 = — 442,281 442,281 580,736 580,736 
OULD ete, Ae ABA Aarts rane Ce ree 316,452 1,933,270 494 353 442,418 301,134 3,487,627 3,504,129 1,397,087 1,398,385 
Other Equity Securities: 
Floating rate term 
PLctetredi saves cant 1 eiateth reo 100,668 657,666 426,197 505,194 44,309 1,734,034 1,734,034 1,854,472 1,854,472 
153,697 153,697 * 153,697 110,239 110,239 


Associated corporations ..........++++++++- 
Other 464,778 464,778* 442,454 304,533 270,850 


$4,334,418 $2,824,125 $1,265,519 $979,408 $1,086,759 $10,490,229 $10,485,791 $7,483,882 $7,433,823 


*These securities have no stated maturity 
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5. Loans, net of Provisions for Losses 1985 1984 

Domestic* 
Day, call and short loans to investment dealers and brokers, secured ................5. Smiwh 77-4851 eee $ 104,447 
Provinces and municipal or school corporations ........-. +6 sees sere eee eee eee ee eee ees 287,072. 5022 .eree 172,893 
LeASSTOCELY AICS arse oi sete Fae acai ee heea re RAM peor hr rene a dea ota arn nO ee ete REE ate ee 455 634°. 52 eee 438,895 
Mortgage loans eos Sacer oe se Sere cacsoaede on ag seem ere = 6e 91 5 Nera cho ee 10/61 1360 ae 8,990,230 
CORT GAINS ire he eee sa oe eee eee Mire lacvige Joe ate 6'ii oe ED amare et eRe eR 32,408,010. 5. ee 31 Ub5208 
44,340,026 40,761,697 

International* 

s@ASETECSIVA DIES tm ee CN RE Ee woe Re Tiare ree ee 193,765" 2.74 84,312 
ASSOCIATED COPPOLAtONS eo. seks wien Fe ve pee ange ct © Bee emo Geel = nae ge age 119; 708.02. ene 108,532 
WOBLS LO DALUS. «<0 Shri ice SRW 2 cs or awn eres p ond te ances agate, ey b Sia e oy aha ee eae ee 2,024,945. sche 2,011,389 
(Oyar a at Ca ne ee net rr Ske mAb boro ES 17,152,359 Onn 16,048,318 
19,490,777 18,252,500 
$63,830,803 $59,014,248 


*Domestic loans include all loans booked in Canada, regardless of currency, with the exception of those of the Canadian-based International Money Markets. 
The loans of this unit, together with loans booked outside Canada, comprise International loans. 


Non-Performing Loans, net of Provisions for Losses (included above) 


Nonaccrual Loans 


DOMES ere AE i Pai Ee ie a ante RT oe SP-231-205-". ae $1,406,537 
Internationale: or ee er ee ie ic ia a hn 0 bale ODS a L257 892—..: ee 1,276,353 
$2,449,097 $2,682,890 
Renegotiated Reduced Rate Loans 

ED QT CSU Cocos tse saisbinsiewwensedrer o's avai ner srears a> dpanipemvb a fow 5 Cone aes wt gnc aky SUPER Se ee a $1:74,593....0eeneee $106,444 
International i vcd. cise aee eh ok ou wb eho a ete Ale Arne ta loco rede GLE ene 5,337 Wd. ce eee — 
$179,930 $106,444 
6. Land, Buildings and Equipment 1985 1984 
Cost Accumulated Net Book ; Net Book 
Depreciation Value Value 
atid ists ee ok a tet a eee ae eee: $2130, 112) :.. ae $ ous ee S$. A3O,LI2Zhe ie. See $124,919 
Buildings, ..s:554-.)4,5 ss ears ata eae eee 620:059 . 2.2 144 091s ces: 475,968 \. asa.c.ncee 447,078 
Computer equipment niece ee Cee ee SIS 43ers eer 146,405 .......... L738 eee 149,308 
Furniture, fixtures and other equipment........... 349,780 .......... 226 S30 een wee 122,950... eee 106,862 
Leasehold improvements: ima te see ZLAGOSO eRe nee $3;626. | om is.) 127 424) 32 oor 118,680 
$1,629,144 $600,952 $1,028,192 $946,847 

Depreciation expense for the year ended October 31, 1985 was $97,867,000 (1984 — $84,496,000) 
7. Other Assets 1985 1984 
Acerued interest 5.x «:.cetiaee eaten bee wae ates ties tic ee te tg 9. + SI2Z TOG «on fades $1,015,533 
Unamortized past service pension contributions: 4..9aeu. so. on eee. ee eee AZ, 200 20: eee 47,920 
Unamortized losses ‘on disposalabdebtsecurities:. i, 15 0.50) cals eee == 5 eimai ere ee 22,049 
Deferred incomie taxes): 2iian DiBlasi anu bk ee ae ee ee 60/388: .:....co\eeet ane 50,607 
Goodwill 2h. ila d ace EPL elena, Seonee alleen art ie en ne BA SAD) cheered sutaets 41,831 
SUM ry. oss gane/ sie es etererely hacoun © un an hay o Paap eke as Pei ete te AEA ST. seins A ees 399,268 
$1,538,363 $1,577,208 


ee ee a a a ee ee eee -s 


8. Deposits 1985 1984 
eee 
Payable on Payable after Payable ona Total Total 

Demand Notice Fixed Date 


wna ae SP a eS ts Seis 
Domestic* 


Deposits by Canada..... $1,295,651 ...... $ Takis teenie $ Sa RO de yA 09 Lancy $ 595,275 
Deposits by provinces....... SEAR ae LOA. gee a ee UF NA I Oe D0, LOD). sc. eee 61,544 
Deposits by banks ......... DOGS. OO bk cok, aes 124 918") 2400 oes SL ASA aon eee, SD LOLs cos eee 448,025 
Deposits by individuals..... LLG SOO re cre 18,545,661 ....... 15,529,060 .2..... 34,862,080 ........ 31,866,877 
miner deposits’. vs.) 2). 3,005,080. 00... 2,654,841 .....,... 6,246,419 ....... 12,764,946 ........ 12,069,331 
6,397,474 21,325,624 21,831,791 49,554,889 45,041,052 
International * 

Menosits by provinces............ el obs eh Bee We et dla lls Vavasyik Bead aya ae nk ove pot pc. 7 ee ar Aaa S422) ea ger 155,722 
Deposits by banks ......... Soe hoe eee es eas LS2 299% > as oe PT, OS0/242) 22 c.g 18,356,649 ........ 18,824,809 
Deposits by individuals..... 27235 51 012 1 ee ae $66,029: ty) ee. 2892, 30S i. ote ee 4,091,493 ......... 3,724,359 
MME OCPOSIIGy 6. a. sins BOOGZdesat ea 2" ia,.o4 OT oe crest es LO TOL 120 nce 11,458,516 0,50 9,842,403 
1,240,917 1,146,006 31,601,157 33,988,080 32,547,293 

$7,638,391 $22,471,630 $53,432,948 $83,542,969 $77,588,345 


*Domestic deposits include all deposits booked in Canada, regardless of currency, with the exception of those of the Canadian-based International Money 
Markets. The deposits of this unit, together with deposits booked outside Canada, comprise International deposits. 


9. Liabilities of Subsidiaries other than Deposits 
These liabilities are subordinated in right of payment to claims of the depositors and certain other creditors of the respective 
subsidiaries. 


1985 1984 


RoyLease Limited 
Long-term notes payable in various amounts to 1992 and 


Ree ee erect at rates fom) 4470 tO. 114%. ee ee den eee ne eae ne came $203 901A ace $2 ore 
The Royal Bank of Canada (Curagao) N.V. 
Oe Cn LH) MAE SUN] OTM eter aye tyre Co Tea S20 Re iene ae iei are airs ar yo 2a iia hacen ace, 43,022 
i Re Bl ae ay iieos itr = Fa rie slob en aks eee te my oad + meng mime Foetie ie Ee Ee eae 21,656 
$362,369 $336,055 
ooo 
10. Other Liabilities 1985 1984 
iN atic a rear rr OI DS ee Chana nchig inc Parke (ra alee araloe wiets wns ete eed tha Rie leet wale ove $1,210,393 acetres $1,299,177 
USSR 0 (ORS OB een eee Oca GC a ck 673024 2a4 Fees 65,297 
- Unamortized gains on disposal of debt securities. ........ 1... eee c eee eee ee ete eens SSjSTS>. 1. es — 
Wecounts payable. and accrued expenses ........ 0.6. eee eee eee eee eee tenet nee etree neens 522 S405 eA ee 296,299 
$1,853,557 $1,660,773 
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11. Bank Debentures 

The debentures are direct unsecured obligations of the Bank 
and are subordinated in right of payment to the claims of 
depositors and certain other creditors of the Bank. 


In accordance with the formula prescribed in the Bank Act, 
as at November 1, 1985 the Bank had the capacity to issue an ~ 
additional $384,000,000 of debentures. 


Maturity Rate 1985 1984 
May ES TOS Gre senor arate LODG Se ett et cee Callable.:: -a5--8o.nariisns eae. eee $.. 40,000). 2.232 $ 40,000 
fib stepl (ial RS 521s Rane mrrene ees tn ye QUAVe , a iE on cae Sy dw ea RS eae olla oe 60,000: 22 Cee 60,000 
ADB (LIS. Lscsraiy ns a oe Nees nee tne VA Set Sena mentee Me Seat ee Sobre tence A I ot 136,750°.. 3 ee 131,440 
Funes RASS T Aa. Hecke eee Gs. or SRA Bi ene ode an 6 Sail NR eee 75,000: 4 75,000 
Decembert;, 198 x. fy. ane TV aes Glos. iemntet Callable «. 2:.:.ce asia tate rake geen ee 189... ieee 789 
April LOSS pce ee ster eeavernat 91p%..... fer Sates Callable....ccinitsctceuve cee re 19,803 © 25 ne eee 22,890 
February or oeUee retin see TOLAQ WG Fo eae bok Te haloes dd te Oe ne 75;000 |... 3. sae 75,000 
Novembertojel990 tens. tonn 5 ha starr eras (3) Vase oe Ladue) net PARR ea a cos ane eee en 75;000\. 6 eee 75,000 
aN wig Ue Loe! be 12)! ree a in ares Cae TOYO aes (Serres Callables cso cscwiesee aed One ee 2,162 2S. eee 2,827 
July 27 1991 a eee 12% ..... pile Convertible apie .aaneu km 100,000 ........... 100,000 
Décember.9. 1991.2 en | nen. (5) 2.4 Convertible, callable on or after 
December10:c1980 5... ol eee 2597 175.; <. umes 259,781 
Pebruary: 15,1992 ass aee coe 5 1 Sag! oe cebagaite sits Callables. sic econ eee Cer ee 31,547. 2.0 34,244 
Mayil5. 61994 hia. a.. Sete nms LOM VT eee. Callable on or after May 15, 1986......... 34,908 «.- 2. eee 357526 
December, 1994. 2. ik wes LOC ks Ca pone Callableny.i5 Set. So a eek i ea eee 6.729. 2 4 ee 75,000 
May22 ZO0O 0s tees aentins 1156%....{1),(6)..... Callable on or after November 22,1992)... 102/562... J... eee 98,580 
BUG a arene 6, Horo usar gar caer tte eae eI rset 6 peeaeae ae pt Callable on or after July 6,1990 ......... 478,626 02.2 eee —_ 
Opteberi 2083 oan. Je oan a Mert (Sve sane, Callable on or after October 2, 1989...... 250,000°.)) 2. ee 250,000 
$1,749,254 $1 335,800 


(1) Subject to sinking fund provisions. 

(2) The April 7, 1987 debentures are denominated in U.S. dollars and are 
carried at the Canadian equivalent of U.S.$100,000,000. These deben- 
tures bear interest at a rate equal to the average of the six months 
LIBOR. 

(3) The November 15, 1990 debentures bear interest at a rate of 5 of 1% 
below the Bank's average daily prime rate. 

(4) The July 22, 1991 debentures are convertible at the option of the 
holder prior to July 21, 1991 into common shares at a conversion price 
of $35 per common share. These debentures are also convertible at 
the option of the Bank on or after July 23, 1986 at a conversion price 
of $35 per common share if the common shares have traded at or in 
excess of certain weighted average prices. 


(5) Subject to the call provisions, the December 9, 1991 debentures are 
convertible at the option of the holder up to and including December 
9, 1991 into common shares at a conversion price of $30 per common 
share subject to adjustment in certain events. The debentures bore 
interest at a rate of 152% to December 9, 1983 and 1114% thereafter. 

(6) The May 22, 2000 debentures are denominated in U.S. dollars and are 
carried at the Canadian equivalent of U.S.$75,000,000. 

(7) The July 5, 2005 debentures are denominated in U.S. dollars and are 
carried at the Canadian equivalent of U.S. $350,000,000. These 
debentures bear interest at a rate of 'h6 of 1% above LIBOR. 

(8) The October 1, 2083 debentures bear interest at a rate of .40% above 
the 30-day Bankers’ Acceptance rate reported by the Bank of Canada. 


The aggregate sinking fund requirements and maturities of the Within lyear ...............-0.0.ececeseeeee $ 109,520 
Bank's debentures assuming the earliest possible dates of From 1to2 years ............c0eeeeeveecesssueess 223,152 
maturity under the terms of issue are as follows: From 2.0.3 years: —. ....ciasMeka nese es Se 24,736 
FrOny Sf SVears, oc nck eee ee etn hte eae ee 94,894 

ihe) ae ORC ON COM cl: Lhe RPREM at wht oe SMe ABER VCRs e 532,414 

Over LO Years soni g Wikies Satelne seeteuee Aa a eres 764,538 

$1,749,254 


Se ee ee Ee ee Ss a ee ee 


—a ee ee eee ee 


Preferred — 50,000,000 First Preferred Shares and 
50,000,000 Second Preferred Shares without 
nominal or par value, issuable in series; the 
aggregate consideration for which all the First 
Preferred Shares and all the Second Preferred 
Shares may be issued shall not exceed 
$1,250,000,000 in each case. 


;. neers 
_ 12. Capital Stock 


_ Authorized Capital Stock - 


Common - 250,000,000 shares without nominal or par value 
provided that the aggregate consideration shall 
not exceed $3,000,000,000. 


i 


1985 1984 
Number Amount Number Amount 
of Shares of Shares 
Outstanding Capital Stock - {in thousands) (in thousands) 
First Preferred — 
$1.88 Cumulative Redeemable First 
Preferred Shares Series A (1) 
Outstanding at beginning of year ................. aOR oe nae S$? 9 LS4/ 64S er DOUG reer es $ 139,820 
Pease for cancellation ..........-+s<stssceecens ESP, eee AM seperti ee eat PAU TER Selene Seek el 7 Bee 
Woe stancineg atendof year...) .. 62... eee S205 one 1305733. eee SSG 2a eer 134,643 
_ $1.45 First Preferred Shares Series B, 
Cumulative and Redeemable and 
Convertible when tendered with 
Common Share Warrants (2) 
amectomcing at end Of year .<....-......--...6.-- 15 OOO) Ps ee 300,000 3.262 Le OON cet, seme 300,000 
/ Floating Rate Cumulative Redeemable 
_ First Preferred Shares Series C (3) 
Issued in June 1984 and outstanding 
at end of Sy SU Els yeni i Aa ERR Res a er i ee OOO MF St ae ca TOO}QOOO Uae ea ee TF QOO. Heiress a 100,000 
U.S.$ Floating Rate Cumulative Redeemable 
First Preferred Shares Series D (3) 
Outstanding at beginning of year °................ L000 cue. ae LS 440s ois ake ows mG greg Gas PRE — 
OSS IR EK Ge 1S IOS Se ne Sear or SS RE ee Aa Ear Sa ows T000):; 2s te 129,930 
Porson currency translation adjustment : 0. of cs. b ni ys ela een he eh FS EO kh Stet ctl FA Cee Pri ae Ae ES 1,510 
PetonGing at ONCiOl ear... ee oe ee cee es 15000 Cac eae P36, 750s cise. pass te 0/0 Bre marie, Rees 131,440 
Second Preferred — 
$2.75 Cumulative Redeemable Convertible 
Second Preferred Shares Series A (4) 
Outstanding at beginning of year ................. bee hee em ZOO;99D ravine wattars we Osa hee ncmevnct otk 210,000 
Converted Into COMMON. SNALES. 6.0 boc. 2s ake cia es tyeiete teens a eee Gn one Lae Se ee are Che tae he ree yt ee eee 15 
Outstanding at end of year .. 0... s enn e rece eens 5 Ae 1S 1! Renan ORL FOO ene sas ‘TEL S les Se eee 209,985 
Common - 
Outstanding at beginning of year ............---. 92 B13 nie (1 UN 2) eee OR era 2984 cA ae ae ene 629,152 
Issued under the Shareholder Dividend 
Bett Saws PeTCOASe Pla os ee acne a aca oie wie a 6.554 ol ates LOU ASG acs te ed at We Bene 141,294 
Issued on conversion of Preferred Shares .............. SS) he Mo a ae ae all Sent eed eles SL DORA sabi, Sac Pet ere 18 
Issued on conversion of Debentures...........+++++05: Oa Bis eR Peary a 2 PIES Oe On aay RT RD Pe i 219 
Outstanding at end of year ........--- +++ -2 seers OG ADT) has tees oak 2] Sy 8 IR sino eae OU nterl Se isteren ats 770,683 
Total Outstanding Capital Stock ........-----..--++ sete verte SPS SOOO occa. ieee eee S02 o x leas $1,646,751 
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(1) The Bank has undertaken to purchase in each calendar quarter 48,000 


(2 


of the First Preferred Shares Series A, if available, at prices not 
exceeding $25 per share. 

7,500,000 Common Share Warrants are outstanding. Each Warrant 
entitles the holder to purchase one Common Share at a price of $40 on 
or prior to June 9, 1988, subject to adjustment in certain events. In 
addition, each Warrant gives the holder the option to tender two First 
Preferred Shares Series B, in lieu of cash, in return for one Common 
Share, subject to adjustment in certain events. After June 9, 1988 the 
Bank will have the option to redeem the First Preferred Shares Series 
B at $21 per share reducing by $0.20 per year until June 9, 1993 and 
thereafter at $20. The Bank may at any time purchase for cancellation 
First Preferred Shares Series B at a price per share, if purchased at any 
time on or prior to June 9, 1988, not exceeding $21 and, if purchased 
thereafter, at a price per share not exceeding the then applicable 
above-mentioned redemption price. These redemption and purchase 
for cancellation options are subject to the consent of the Inspector 
General of Banks. 


tively. The Bank may at any time purchase for cancellation Floating 
Rate First Preferred Shares Series C and D at a price per share, not 
exceeding Cdn.$100 and U.S.$100 respectively. These redemption 
and purchase for cancellation options are subject to the consent of the 
Inspector General of Banks. 


(4) Subject to the Bank's right of conversion, each Second Preferred 


Share Series A is convertible at the option of the holder up to and 
including December 8, 1988 into one Common Share upon payment 
by the holder of $5, being a conversion price of $30 per Common 
Share, subject to adjustment in certain events. If the Common Shares 
trade at a price in excess of 125% of the prevailing conversion price 
for a specified period, the Bank shall have the right, upon notice, to 
convert the Second Preferred Shares Series A into Common Shares at 
the prevailing conversion price. No additional payment will be 
required from the holders of Second Preferred Shares Series A so 
converted. However, during the notice period, a holder of Second 
Preferred Shares Series A will continue to have the right to convert, at 
his option, each Second Preferred Share Series A into one Common 


(3) The dividends on the Floating Rate First Preferred Shares Series C and 
D are determined quarterly by applying to Cdn.$100 and U.S.$100 
respectively, the greater of (i) 6.67% per annum and (ii) 2/3 of the 
Bank's average Canadian and U.S. prime rates respectively for stated 
periods. The Floating Rate First Preferred Shares Series C and D are 
not redeemable by the Bank prior to June 8, 1989 but thereafter are 
redeemable at a price per share of Cdn.$100 and U.S.$100 respec- 


Share upon the payment of $5 per share converted. Commencing 
January 1, 1989 the Bank has undertaken to purchase in each calendar 
quarter 1% of the shares outstanding as of December 10, 1988, if 
available, at prices not exceeding $25 per share. The Second Preferred 
Shares Series A are retractable at the option of the holder on or before 
November 9, 1988, for redemption on December 9, 1988 at a price of 
$28.75 per share. 


As at October 31, 1985, Common Shares were reserved for Number 
possible issuance as follows: (in thousands) 
~ Under the Shareholder Dividend and Share Purchase Plan. ..2- 2 2 yas pss soe wick ob Oe ee ne 12,910 
= Upon conversion ofthe July 22,1991 debentures 9-05. a lem « «nei en it eee ce 2,857 
- Upon conversion of the December 9, 1991 debentures ....5 0... 5. gly ee cee ass geese ee ee ae 8,659 
- Upon conversion of the Second Preferred Shares Series A... ..< ....1 2.5 ss ce sins cl ee 8,399 
- Upon exercise of the Common Share Warrants © ...5.¢ 3...» slsls a Huebcneo otes e Setis eet ie ne pena 7,500 
40,325 
SRS SSPE SE SG RNA I I BB FR PETE ES I RS a NO TE I I TC I 5 TTS 
Dividends Declared 1985 1984 
Preferred 
First Preferred 
SOLES AG Ts 2st ak We ee ea a Mare Sb a pce sheer gr $)) “9: 946-4. 2a $ 10,303 
SOLES Bx Se Seah eS Co lek Ee pe ee 212750» 2.2523 21-750 
NS) to: Carey Menton thee ae Cee eee Me TD ar, ee Weel hn ee a te oe 7,443...) ee 3,952 
DETIES:D i scat awe Bede decison 9,536 <i 1s. cee 5,228 
Second Preferred 
Series A .. bib eto i Ce eC hi ra BSA0G) OF. eee 23,100 
71,780 64,333 
Com mn 54. 553 cig vg She ee Dad we Se eee 195 OS) ee. ae oe 182et he 
$267,731 $247,046 


13. Pension Plan 
The Bank has a defined benefit pension plan which is avail- 
able to all employees after five years service or at age 25,ona 
contributory or a non-contributory basis. 

An actuarial valuation of the pension fund is performed 
each year and as at January 1, 1985, the date of the latest 
valuation, the pension plan had a funding excess. 


Unamortized past service pension contributions are 
included in '’Other assets’’ and are being charged to income 
over periods through to 1993. Total pension expense, includ- 
ing the amortization of past service contributions, amounted 
to $12,013,000 for the year ended October 31, 1985 (1984 - 
$12,985,000). 


14. Commitments and Contingent Liabilities 
In the normal course of business the Bank undertakes various 
commitments and has contingent liabilities which are not 
reflected in the financial statements. These include guaran- 
tees and letters of credit, commitments to extend credit, 
foreign exchange contracts, interest rate futures, interest rate 
and cross currency swaps and foreign currency options writ- 
ten. Management does not anticipate any material losses to 
result from these transactions. 

Outstanding amounts in respect of guarantees and letters of 
credit are as follows: 


1985 1984 
Guarantees (including $19,948,000 to 
associated corporations, 
USES VAI es SSS V2 1459 0) 610) Sea aa ne ea $2,940,279 $2,808,108 
a DLYEVceh a est dejo [08 Se eee 1,868,193 1,591,773 


$4,808,472 $4,399,881 


Minimum future rental commitments for buildings under 
long-term non-cancellable leases for the next five years are: 


POGOe Nie. aa rte Me ee ee $66,050 
DS Air eee ARREST ig ats Lees RR Tee SENS STR oes 59,875 
Peel AEA OCR eg RP NING at rN WR RNS S LRAT CA Te 50,856 
BE Loh eee’ scr kaye a ae Ree ae ee CRATE AMPS ECA RR aire 45,509 
1O90 7 Pa R A Say de 2 aR EERO Ce ere, co Se aT 40,844 


Annual rental commitments after 1990 are in decreasing 
amounts. 

Various legal proceedings are pending against the Bank and 
its subsidiaries. Management considers that the aggregate 
liability resulting from these proceedings will not be material. 


15. Domestic and International Operations 

The Bank considers its Domestic Operations to include all 
business transacted in Canada, regardless of currency, with 
the exception of the Canadian-based activities of International 
Money Markets. This unit, together with the Bank's business 
carried on outside Canada, comprise International Opera- 


tions. While it is not practicable to make a definitive division 
of its Domestic and International Operations, appropriate 
allocations are made for (a) the cost of funds related to 
liquidity and capital computed on the basis of marginal costs 
of funds, and (b) corporate non-interest expenses. 


Domestic International Total 
1985 1984 1985 1984 1985 1984 
Nemmterest income — taxable equivalent basis..2. 6.2.00. . 5. 6c snr cee oe, $ 1,922,837 $ 1,930,710$ 693,065 $ 543,960$ 2,615,902 $ 2,474,670 
PeaUciml sxdoOle cQuiVvalent adjUSHMENE® m2 os. Vacs tivo. ves oe pele da ln ee ee allen 138,193 182,094 36,794 38,876 174,987 220,970 
iNet interest mcome — financial statement baSis ....... 02. 2c. ence erence ees 1,784,644 1,748,616 656,271 505,084 2,440,915 2,253,700 
MR AVASTOTEN) DATO SSESER Sh Merten kaa Loree soit Sa slag ats oe eee kha ced webs 343,000 327,000 278,000 208,000 621,000 535,000 
1,441,644 1,421,616 378,271 297,084 1,819,915 1,718,700 
UE CENe Seu BCGRARIS. 5 eg con ey ie aeetiese on aS RP RS ae CPi ec Sara 584,973 531,394 233,568 177,398 818,541 708,792 
2,026,617 1,953,010 611,839 474,482 2,638,456 2,427,492 
PN OD ITIECEC SLO MOCISES o(o0s ec wiatile ceil eye > ogee e «64 es scapes ele con sigue Win os. dirage mite ee ta 1,529,183 1,425,552 418,988 377,960 1,948,171 1,803,512 
497,434 527,458 192,851 96,522 690,285 623,980 
PSORIATIC SDR PI se ons choi ha ace Gacvlaye a alk @ ahaha af cbe sa" els ace Beata @ ele arn ref ve, 4 eels 166,500 168,500 33,500 4,500 200,000 173,000 
330,934 358,958 159,351 92,022 490,285 450,980 
NOD NACE COL ial ci iste ob cps bys cine Gk umd oon sci ep tpg ae pp eaynide ak RODIN e — = 2,180 895 2,180 895 
330,934 358,958 {ayes bra O27 488,105 450,085 


Net income 


Average total assets 


*The taxable equivalent adjustment represents a credit to interest income in order to 
gross up the tax-exempt income earned on certain securities (primarily small 
business bonds, income debentures and term preferred shares) to an amount which, 
had it been taxable at a rate of 48.9% in 1985 and 50% in 1984, would result in the 


$58,800,000 $55,300,000 $33,500,000 $31,400,000 $92,300,000 $86,700,000 


same after tax net income as appears in the financial statements. The gross up of 
such income to a taxable equivalent basis permits a uniform measurement and 
comparison of net interest income. 
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16. Condensed Financial Statements of Wholly-owned Mortgage, Leasing and Venture Capital Subsidiaries 


Royal Bank Mortgage Corporation 


Statement of Assets and Liabilities 


(in thousands of dollars) October 31, October 31, 


1985 1984 
Assets 
Morisace-lodns gets. 4 ancien Mee neers $6,367,515. $5,270,557 
Personal Oars ree ote ee sere eee ae eres G87 497 ame _ 
Oiherinvestinentsm ec seein. cen tees ete 562,419.... 804,088 


$7,917,431 $6,074,645 


Liabilities 
Accrued interest and other liabilities .......... $ 182,509. $ 156,870 
The Royal’ Bank of Canadas. 032.5 viniia oa 8 Oak 3,012,013.... 910,312 
Short-term promiussOryenOtesn. sare sere eit exe 13552:76 22019, 590 
Investment certificates 
DUE Wit hinrOneny calntan as secre etait okt eis 2,520,386... 1,796,901 
Dreiheyondioneiyeditea tae eae 1,745,385. . 2,186,898 
Deterredsincoimektaxesue sai -.eceniae 6 aeiiernaunssieeee 2) G1. Sie cnn & 30,307 
Preferred-ancd comin On-stOCkis acini see eee enh 122,800.... 112,800 
Contibutedisurp lis cmt sets Roy ee ote etree: 130,000..... 60,000 


Retainediearming se... ne ecru ry ae eter ae 43,384..... 45,221 


$7,917,431 $6,074,645 


RoyLease Limited 


Statement of Assets and Liabilities 


(in thousands of dollars) October 31, October 31, 


1985 1984 
Assets 
Receivable under lease agreements ............. $547,706... $509,378 
Amount due under conditional sale agreements ..... Ad Cole ieee 16,053 
WRC ues oe cries oe iat, an eee 6,916...... 6,751 
$559,199 $532,182 
Liabilities 
Accrued interest and other liabilities ............ $ 24,135...$ 17,930 
SHOLE LEP PVOMUSsOkynOLeGmn =the ein erties 86,330..... 71,901 
Long-term debt 
The Royal. BanksokCanadceracee re enen an ene 2 eN hele fot 18,850 
Otherta,. test ac Ao OR ee ee ee 306,543. ... 289,518 
Deferred'income taxes 4.250. velo ieee: ee 75,924..... (EN OE 
COMIN OMESEOCK so wee he Sik ee ae eas PENS WABI Ea é 21,975 
Retainediearmingsin a: <tnio ee ope eee AOL7T 17cm 40,886 
$559,199 $532,182 


Royal Bank Venture Capital Limited 


Year Ended Year Ended 
October 31, October 31, 


Statement of Income 
(in thousands of dollars) 


1985 1984 

Income 
Intéreston morteagesn aces scree acceler ae an $629,875 . . .$675,032 
Interestom personal loansy ee ane et eee LI, 692 ee nes = 
Intereston'investmentsmr sas a eee eo en reer S372 onmnre 65,639 

694,840 740,671 
Expenses 
Interest - The Royal Bank of Canada............. 101,318 ....180,796 
Interest on short-term promissory notes............ 46,236..... OZ SLi 
Interest on investment certificates............... 477,761 ....389,710 
Operatingexpensesiere.c1s tas iret eee re 96,412 .255. 57,777 

681,727 720,610 
Net Income Before Income Taxes............... LSS Sees 20,061 
Income taxes: 7,:ek et). 3)-e Ge eee ee ee eee (5,168) .... (5,183) 


Net Incomes) ac. 0 4 eee eee ae $ 


Year Ended Year Ended 
October 31, October 31, 


Statement of Income 
(in thousands of dollars) 


1985 1984 
Income 
TIGASES au Ne ce eee ee eel ota toc tee at ten aE Per ocgeen een $66,951 ....$63,750 
Conditional’sales'agreemments yer. ar ete oe ete LATO eae 4,312 
68,430 68,062 
Expenses 
Interest on short-term promissory notes............. 6,015) 4,205 
Interest on long-term debt 
The RoyalBank jot, Canada ines aaa emis tee aces Lj6@72ZAa ee 3,745 
Other on ee ee oe seein Oe EIA eee 30,181 232e8 26,244 


Net Income Before Income Taxes............... 19°015..o0e8 21,502 
ATI CONNIE TAKES rete cctewer ACLs Guduh ware cee oan ee Neste 9 184 eae 10,236 


Net-Incomeiasss fic fost Se a 


Statement of Assets and Liabilities 


(in thousands of dollars) October 31, October 31, 


Year Ended Year Ended 
October 31, October 31, 


Statement of Income 
(in thousands of dollars) 


1985 1984 1985 1984 

eS ee ee ee a ee) ee ee 

Assets Income 

Cash and short-term deposits.................... $ Ce ioe }.. 85.-Interestiand divyidendSmrs ere nie sacs errs $623). Soo. $342 
Domi Celsi asVov ah tsar en Mee el oes SS Ty chau na Se Ode 10,054...... 7,247. Mees and Commissions smepeer sei -mne rarer esi erro ert 2 ees vestige 232 

Other assets. 4:52. cee oteec ate, 2 eee ee 23S ch pele 134 
765 574 

$10,296 $7,466 

Expenses 

ae Interest — The’ Royal Bankcot-Canaddy one. as- 0. cee AQT Bains or 199 
Liabilities Operating Expenses satanente wen eee catee ve Ae ee GOO'c tee 464 
Accrued interest and other liabilities ............. SAAT see. $* A697" i> ee ag ee ee es ee eee DSN oe a Se eat 
Thekoyal Banik or Gatiads anyon Cue at oee Bee 63155, 3.5 3,116 hes G63 
Common BLOCK ts a ec & ete a ee eee i eee SOO ome 3,905 Net Loss Before Income Taxes...................: [SOS)ieacs s (89) 
DBI OUT ey saat or moe aie Ce oreae yee eae (420) ey err: (24) S InCometaRes Pras costae marniaelne > we tved a okey. = wy hake = 
$10,296 D:( (AO Gar IINCELOSSrr aan tla oot dw a OE ee $(398)....- $ (89) 


S17. Corporations in which the Bank owns more 
‘ than 10% ot the Voting Shares 


_ Royal Bank Mortgage Corporation 


j F RoyLease Limited 
_ Royal Bank Realty Inc. 


Globe Realty Management Limited 


Royal Bank Export Finance Co. Ltd. 
Royal Bank Venture Capital Limited 


_ RoyNat Inc. 


Chargex Ltd. 


RBC Holdings (U.S.A.) Inc. 


The Royal Bank and Trust Company 


Orion Royal Inc. 


Royal Bank de Puerto Rico 


_ The Royal Bank of Canada (Middle East) S.A.L. 


RBC Australia Holdings Limited 


National Mutual RBC Limited 


RBC Australia Finance Limited 


RoyAust Management Limited 


_ The Royal Bank of Canada (Asia) Limited 


, The Royal Bank of Canada International Limited 
Layor C.A. 


Canada International (Cayman) Limited 
R.B.C. Investments Limited 


Banco Royal Venezolano, C.A. 


Banco Royalven Curacao, N.V. 


Favourable Investments Inc. 
Canadian Overseas Development Company Limited 
RoyWest Holdings Limited 


RoyWest Investments Limited 


RoyWest Trust Corporation Limited 


The Royal Bank of Canada Representacoes S/C Ltda. 
Royal Bank Trust Company (Barbados) Limited 


R.B.C. Bay Street Properties Limited 


R.B.C. Bahamas Limited 


Finance Corporation of Bahamas Limited 


The Royal Bank of Canada (Barbados) Limited 


RoyMidEast Limited 


RoyCan International Banking Limited 


Bishops International Bank Limited 


Banco Royal Colombiano 


The Royal Bank of Trinidad and Tobago Limited 


Royal Bank Trust Company (Trinidad) Limited 


The Royal Bank Mortgage and Finance Company Limited 


General Finance Corporation Limited 


Banco Royal do Canada (Brasil) S.A. 


Ouvidor Industria E Comercio Ltda. 


Caribbean Financial Services Corporation 


Principal Office Carrying Value Percent of 
Address of Voting Shares Voting Shares 
owned by owned by 
the Bank the Bank 

Montreal, Canada $198,184 100% 
Montreal, Canada 65,665 100 
Montreal, Canada 32,410 100 
Toronto, Canada 100 
Toronto, Canada 10,013 100 
Toronto, Canada 3,484 100 
Montreal, Canada 27,700 42 
Montreal, Canada — 25 
New York, U.S.A. 163,524 100 
New York, U.S.A. 100 
New York, U.S.A. 100 
San Juan, Puerto Rico 44,483 100 
Beirut, Lebanon 938 5a 
Melbourne, Australia 35,156 100 
Melbourne, Australia 50 
Melbourne, Australia 50 
Melbourne, Australia 50 
Singapore 123,621 100 
Nassau, Bahamas 277,464 100 
Caracas, Venezuela 19 
George Town, Grand Cayman 100 
Nassau, Bahamas 100 
Caracas, Venezuela 20 
Curacao, Netherlands Antilles 36 
Hong Kong 25 
Hong Kong 25 
Nassau, Bahamas 50 
Nassau, Bahamas 50 
Nassau, Bahamas 50 
Sao Paulo, Brazil 1,439 100 
Bridgetown, Barbados 856 100 
Nassau, Bahamas 106 100 
Nassau, Bahamas 198,543 100 
Nassau, Bahamas 75 
Bridgetown, Barbados 100 
George Town, Grand Cayman 100 
Nassau, Bahamas 100 
Nassau, Bahamas 100 
Bogota, Colombia 3,226 49 
Port of Spain, Trinidad 45,654 47 
Port of Spain, Trinidad 47 
Port of Spain, Trinidad 47 
Port of Spain, Trinidad 19 
Sao Paulo, Brazil 25,495 100 
Rio de Janeiro, Brazil 10 100 
222 12 


Bridgetown, Barbados 


The carrying value of voting shares owned 20% or more by the Bank is stated at 
the Bank's equity in such investments. 
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17. Corporations in which the Bank owns more Principal Office Carrying Value 
than 10% ot the Voting Shares (continued) Address of Voting Shares 
owned by 
the Bank 
RBC Houdstermaatschappij, B.V. Amsterdam, Netherlands $ 12,835 
The Royal Bank of Canada (Curacao) N.V. Curacao, Netherlands Antilles 
The Royal Bank of Canada (France) S.A. Paris, France 
RBC Finance B.V. Amsterdam, Netherlands 84,235 
Multinational Orion Leasing Holdings N.V. Amsterdam, Netherlands 5,297 
Orion Export Leasing Limited George Town, Grand Cayman 
Orion Leasing Nederland B.V. Amsterdam, Netherlands 
Orion Leasing Singapore Pte. Limited Singapore 
RBC Management Services B.V. Amsterdam, Netherlands 2,183 
Orion Multinational Services Limited London, England 
Orion Multinational Services Inc. New York, U.S.A. 
RBC Holdings B.V. Amsterdam, Netherlands 304,629 


Orpac Holdings Limited 


The Royal Bank of Canada (Suisse) 


The Royal Bank of Canada A.G. 


Hong Kong 


Geneva, Switzerland 


Intercontact GMBH 
The Royal Bank of Canada (Belgium) S.A. 


The Royal Bank of Canada (Channel Islands) Limited 


Frankfurt, Germany 


Dusseldorf, Germany 


Orion Royal Bank (Guernsey) Limited 


RBC Investment Managers Limited 


The Royal Bank of Canada Trustees (Jersey) Limited 


The Royal Bank of Canada Trustees (Guernsey) Limited 


RoyCan Trust Company, S.A. 


Brussels, Belgium 
Guernsey, Channel Islands 
Guernsey, Channel Islands 
Guernsey, Channel Islands 
Jersey, Channel Islands 
Guernsey, Channel Islands 


The Royal Bank of Canada (Overseas) N.V. 


China Investment and Finance Limited 


Geneva, Switzerland 
Curacao, Netherlands Antilles 


InchRoy Credit Corporation Limited 


The Royal Bank of Canada Holdings (U.K.) Limited 
Libra Bank Limited 


Hong Kong 
Hong Kong 
London, England 
London, England 


The Royal Bank of Canada Trade Finance Limited 


RBC Trade Finance Servicos Ltda. 


RBC Trade Finance Inc. 


RBC Trade Finance S.A. 


The Royal Bank of Canada Forfait Finance Limited 


London, England 
Sao Paulo, Brazil 

New York, U.S.A. 
Brussels, Belgium 


London, England 


The Royal Bank of Canada Trade Credit Limited 


The Royal Bank of Canada Export Credit Limited 


Tennant-OFE S.A. 


London, England 
London, England 


Paris, France 


RBC Properties (U.K.) Limited 
Chancellor Investments Limited 


London, England 
London, England 


Orion Royal Bank Limited 


Orion (Cayman) Limited 


Orion Royal Bank Equities of Canada Limited 


Orion Royal Bank Participations Limited 


London, England 
George Town, Grand Cayman 
London, England 


Kitcat & Aitken 


Orion Leasing Holdings Limited 


Orion Leasing Limited 


Orion Factors Limited 


Orion Finance Limited 


Orion Pacific Holdings Limited 


Orion Royal Pacific Limited 


London, England 
London, England 
London, England 


London, England 
London, England 
London, England 


Hong Kong 


Orion (Caribbean) Limited 


RBC Systems Limited 


Western Trust & Savings Holdings Limited 


Western Trust & Savings Insurance Services Limited 


Western Trust & Savings Limited 


Hong Kong 

George Town, Grand Cayman 
London, England 

Plymouth, England 
Plymouth, England 


Plymouth, England 


Percent of 
Voting Shares 
owned by 
the Bank 
100% 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 - 
100 
100 
100 
100 


100 


100 
100 


100 
100 


100 
100 


100 
100 


100 
100 
100 
100 
100 
100 
100 
100 


Rowland C, Frazee 
Montreal 
Chairman and Chief 
Executive Officer 
The Royal Bank of 
Canada 


Robin W. Adam 
London, England 
Chairman 
MEPC plc 


DIRECTORS 


AS AT OCTOBER 31,1985 


The Royal Bank of 


Allan R. Taylor H. E. Wyatt 
Toronto Calgary 
President and Chief Vice-Chairman 
Operating Officer 

The Royal Bank of Canada 
Canada 


John Anderson 
Vancouver 
President and Chief 
Executive Officer 
Westcoast 
Transmission 
Company Limited 


G. H. Blumenauer 
Hamilton 
Chairman of the 
Board 

Otis Canada, Inc. 


Camille A. Dagenais, 
CC LED: 
Montreal 

Chairman 

The SNC Group 


G. Allan Burton,* 
D.S.O., E.D., LL.D. 
Toronto 

Company Director 


\ 


Mitzi S. Dobrin 
Montreal 

Chairman and Chief 
Executive Officer 
Dobrin Holdings Inc. 


John A. Armstrong 
Toronto 
Company Director 


Robert W. Campbell 
Calgary 

Chairman and Chief 
Executive Officer 
Canadian Pacific 
Enterprises Limited 


G. Campbell Eaton, 


O:C.,.M.C;, C.D. LE.D: 


St. John's, Nfld. 
President 
Dublin Ltd. 


Ian A. Barclay 
Vancouver 
Vice-Chairman 
British Columbia 
Forest Products 
Limited 


Frank B.Common, Jr., 
O.C. 

Montreal 

Counsel 

Ogilvy, Renault 


John R. Evans, 

C.C., M.D. 
Mississauga 
Chairman and Chief 
Executive Officer 
Allelix Inc. 
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Jock K. Finlayson 
Montreal 

Chairman 

Royal Insurance 
Company of Canada 


Walter F. Light 
Toronto 

Retired Chairman 
Northern Telecom 
Limited 


J. Pierre Maurer 
New York 

Executive 
Vice-President 
Metropolitan Life 
Insurance Company 


J. W. E. Mingo, 

0.C. 

Halifax 

Barrister 

Stewart MacKeen & 
Covert 


W. D. H. Gardiner 
Vancouver 
President 

W. D.H.G. Financial 
Associates Ltd. 


P. L. P. Macdonnell, 
C.M., Q.C. 
Edmonton 

Partner 

Milner & Steer 


D. K. Mclvor 

New York 

Senior Vice-President 
and Director 

Exxon Corporation 


Pierre A. Nadeau 
Montreal 

Chairman of the 
Board 

Tioxide Canada Inc. 


Arden R. Haynes 
Toronto 

Chairman, 

President and Chief 
Executive Officer 
Imperial Oil Limited 


Clifford S. Malone 
Toronto 
Vice-Chairman 
United Corporations 
Limited 


Dawn R. McKeag 
Winnipeg 
President 


Walford Investments 
Ltd. 


J. Edward Newall 
Mississauga 
Chairman, President 
and Chief Executive 
Officer 

Du Pont Canada Inc. 


Charles H. Knight 
Regina 

Chief Executive 
Officer 

Denro Holdings Ltd. 


Alexander B. Marshall 
London, England 
Chairman 
Commercial Union 
Assurance 

Company plc 


W. Earle McLaughlin 
Montreal 

Former Chairman of 
the Board 

The Royal Bank of 
Canada 


Paul Paré 

Montreal 

Chairman and Chief 
Executive Officer 
Imasco Limited 


Ralph A. Pfeiffer, Jr. 


North Tarrytown, N.Y. 


Chairman and Chief 
Executive Officer 
IBM World Trade 
Americas/Far East 
Corporation 


Neil F. Phillips, 
Q.C. 

New York 

Resident Senior 
Counsel 

Phillips & Vineberg 


Charles I. Rathgeb 
Scarborough 
Chairman 
Comstock 
International Ltd. 


Kenneth C. Rowe** 
Halifax 

Chairman, President 
and Chief Executive 
Officer 

I.M.P. Group 
Limited 


Robert A. Utting* 
Montreal 
President 

R.A. Utting 

& Associates Inc. 


*Retiring January 9, 1986 
**Joined Board November 5, 1985 


Herbert C. Pinder 
Saskatoon 
President 
Saskatoon Trading 
Company Limited 


P. N. Thomson 

New Providence, 
Bahamas 

Chairman and 
President 

West Indies Power 
Corporation Limited 


W. P. Wilder 
Toronto 


Chairman of the Board 
The Consumers’ Gas 


Company Ltd. 


Claude Pratte, 
Q.C. 

Quebec 

Partner 

Stein, Monast, 
Pratte & Marseille 


John A. Tory, 
0.C. 

Toronto 
President 

The Thomson 
Corporation 
Limited 
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BOARD COMMITTEES 


EE CT s 


The five standing committees 
of the Board of Directors of 
The Royal Bank of Canada, as 
listed below, have the re- 
sponsibility of maintaining 
integrity and sensitivity 
within the major areas of 
activity of the Bank, con- 
sistent with the strategic 
development goals of the 
corporation. 


The Loan Policy Commit- 
tee sustains an advisory 
role with regard to the 
lending policies and prac- 
tices of the Bank. 


Chairman: F-B. Common, Jr. 
Members: R.W. Campbell, G.C. 
Eaton, P.L.P. Macdonnell, C.S. 
Malone, W.E. McLaughlin, 
J.WE. Mingo, J.E. Newall, 
P.N. Thomson. 

The Loan Policy Commit- 
tee reviews and monitors the 
application of credit policy to 
ensure prudent risk manage- 
ment and consistent strategic 
planning. Loans of magnitude 
exceeding the generally 
acceptable percentage of cap- 
ital, and those involving 
unusual circumstances are 
studied by the committee 
prior to management 
approval. Loans to directors 


and employees are approved 
by this group and, as required 
by the Bank Act, are reported 
to the Board of Directors. 
Finally, subject to the provi- 
sions of the Bank Act, admin- 
istrative matters of an urgent 
nature may be referred to this 
committee for approval prior 
to subsequent review by the 
following meeting of the 
Board. 

The committee meets regu- 
larly, twice a month, in addi- 
tion to policy meetings and 
reports its activities to the 
Board with appropriate rec- 
ommendations, desirable in 
the circumstances. 


The Audit Committee 
assumes the responsibility 
of reviewing the audited 
annual financial state- 
ments and internal control 
procedures of the Bank, 
and of ensuring that disclo- 
sure of accurate, reliable 
data is made to interested 
parties. 


Chairman: N.F. Phillips. 
Members: I.A. Barclay, G.H. 
Blumenauer, D.K. MclIvor, 
R.A. Pfeiffer, Jr., H.C. Pinder. 

The Audit Committee, 
through meetings with share- 
holders’ auditors, Chief 
Inspector and periodic 
reviews of internal control 
procedures and accounting 
practices of the Bank, ensures 
compliance with the law and 
avoidance of conflicts of 
interest. Management infor- 
mation systems development 
and revisions to accounting 
practices are also subject to 
review by this committee. 

The committee meets as 
required and at least twice 
annually. It reports to the 
Board of Directors on its 
activities, particularly its 
review of the Bank's financial 
statements and on the nomi- 
nation and remuneration of 
auditors. 


The Nominating Commit- 
tee, under given criteria 
governing the overall com- 
position of the Board, is 
elected to recommend suit- 
able candidates for 
appointment as directors. 


Chairman: Claude Pratte. 
Members: R.W. Adam, G.A. 
Burton, Mrs. Mitzi Dobrin, 
W.D.H. Gardiner, Paul Paré. 

The Nominating Commit- 
tee, under guidelines estab- 
lished to sustain Board com- 
position, reviews and 
recommends areas of repre- 
sentation which are comple- 
mentary to the Bank's strate- 
gic development goals. The 
committee further seeks to 
identify candidates who are 
able and willing to participate 
in the diverse scope of the 
Royal Bank's activities. 

The committee meets at 
least semi-annually and is 
required to report to the 
Board of Directors at least 
once each fiscal year. 


The Personnel and Com- 
pensation Committee, in 
an advisory capacity, 
reviews and monitors 
Personnel policies, man- 
agement development pro- 
gram and total compensa- 
tion practices of the Bank. 


Chairman: John A. Tory. 
Members: John Anderson, 
J.A. Armstrong, W.F. Light, 
J.P. Maurer, W.P. Wilder. 

The Personnel and Com- 
pensation Committee is 
charged with periodic 
reviewing of the Bank's long 
range plans and policies for 
recruiting, developing and 
motivating personnel. 
Compensation practices and 
management succession are 
areas of regular review and 


approval of remuneration of 
the Bank's most senior execu- 
tive staff is required of this - 
committee. 

The committee is required 
to submit to the Board of 
Directors a report on its activ- 
ities and any recommenda- 
tions it deems appropriate. 


The Public Policy Commit- 
tee reviews the Bank's 
public posture to ensure 
that its operations remain 
consonant with the chang- 
ing values and expecta- 
tions of society. 


Chairman: C.A. Dagenais. 
Members: J.R. Evans, 

J.K. Finlayson, C.H. Knight, 
Mrs. Dawn R. McKeag, 
P.A. Nadeau, C.I. Rathgeb. 

The Public Policy Commit- 
tee acts in an advisory capac- 
ity to the Board of Directors 
in areas relating to the Bank's 
overall interaction with its 
various key publics. Studies 
of the Bank's efforts to ensure 
ethical and socially responsi- 
ble business conduct, corpo- 
rate responsibility by way of 
both human resource and 
financial contributions, and 
the appropriateness of Public 
Affairs considerations as 
related to the Bank's strategic 
goals, form the key elements 
of this committee's functional 
mandate. 

Reports and recommenda- 
tions are made annually to 
the Board of Directors. Meet- 
ings are scheduled on a quar- 
terly basis. 


Executive Officers 

Chairman & Chief Executive Officer 
Rowland C. Frazee 

President & Chief Operating Officer 
A.R. Taylor (Toronto) 
Vice-Chairman 

H.E. Wyatt (Calgary) 

Senior Executive Vice-President 
Credit 

B.D. Gregson 

Senior Executive Vice-President 
Financial Control & Administration 
A.H. Michell 

Senior Executive Vice-President 
Treasury & Money Markets 

R.C. Paterson (Toronto) 

Senior Executive Vice-President 
Domestic Banking 

M.J. Regan 

Senior Executive Vice-President 


International and Corporate Banking 


R.G.P. Styles (Toronto) 


Head Office Management 
Executive Vice-Presidents 
J.E. Cleghorn (Toronto) 

B.V. Kelly (Toronto) 

Senior Vice-Presidents 

N.C. Achen (Toronto) 

W.C. Bull 

J.T. Burnett (Toronto) 

J.P. Clarke 

G.J. Feeney 

W.R. Fithern 

J.C. Grant (Toronto) 

E.L. Grosland (Toronto) 
H.S. Hardy 

D.N. Kitchen (Calgary) 
W.A.R. MacDonald 

R.A. Masleck (Toronto) 

E.P. Neufeld 

P.J. Rossiter (Toronto) 

J.C. Sinclair (Toronto) 

E.G. Stone 

P.A. Taylor (Toronto) 

Senior Vice-President & Treasurer 
G.C. Aitken (Toronto) 
Senior Vice-President & Comptroller 
D. D’Alessandro 


EXECUTIVE OFFICERS 


Vice-Presidents 

J.D. Anderson 

R.W. Baguley 

A.A. Bowbyes (Toronto) 
J.K. Breen (Toronto) 
W.P. Carter 

B.D. Champion 

W.B. Cockburn (Toronto) 
M.A. Corlett (Toronto) 
C.J. Coveyduck 

A.R. Creasor 

J. Driedger 

J.B. Easton (Toronto) 
G.E. Farrow (Toronto) 
E.D. Ferguson (Toronto) 
C.L. Fong (Calgary) 
J.M. Froese (Toronto) 
B.C. Galloway (Toronto) 
J.J. Gannon 

R. Gazard (Toronto) 

G. Gill 

B.M. Gray (Toronto) 
H.C. Gregg (Toronto) 
D.D.E. Grier (Toronto) 
B.P. Griffiths (Toronto) 
K.W. Harrison (Calgary) 
G.R. Heckman (Toronto) 
A.J. Hogan 

R.W. Hoke (Toronto) 
R.G. Hunkin 

R.M. Juneau (Toronto) 
F.H.S. Lablans 

F.G. MacDonald 

J.K. MacKay 

C.G. MacKenzie 

B.C. Marshall (Toronto) 
B.D. Marshall (Toronto) 
T.R. McDermid 

H.D. McRorie (Winnipeg) 
K.J. Morrison (Toronto) 
M.A. Nicolai (Toronto) 
J.V. Oram (Toronto) 
P.A. Palmer (Toronto) 
N.L. Rapkin 

P.H. Rubenovitch 
R.F.M. Smith (Calgary) 
RL. Spicer 

W.D. Squires 

H.C. Stewart 

J.K. Talbot (Toronto) 
P.H. Tucker 


A.G. van Schalkwyk (Toronto) 
K.A. von dem Hagen (Toronto) 


B.G. Wallace (Toronto) 
J.C. Walz (Toronto) 

D.S. Wells 

G.W. Wheeler (Toronto) 
K.G. Wilson 

G.M. Youssef (Toronto) 


Vice-President & Chief Inspector 
D.F.W. Bruce 

Vice-President & Chief Accountant 
J. Merriam 

Vice-President & Secretary 

R.J. Moores 


Field Management 

Senior Vice-Presidents & 
General Managers 

T.W. Bleackley (Vancouver) 

H.G. Buckrell (Halifax) 

G.J. Johnson (New York) 

W.C.C. Mackay (London, England) 

J.G. Macpherson (Toronto) 

W.J. McCartney (Calgary) 

J.B. McDonald (Winnipeg) 

V.G. McKay (Hong Kong) 

J.N.T. Rednall (Coral Gables, 
Florida} 

R.B. Robertson (Regina) 

M.L. Turcotte (Montreal) 

Senior Vice-Presidents 

M.C:S. Baptista (Toronto) 

J.H.E. Bolduc (London, England) 

W.J. Gorman (Toronto) 

W.J.H. Nimmo (Toronto) 

A. de Takacsy (London, England) 

J.M. Walker (New York) 

Vice-Presidents 

D.M. Baxter (Calgary) 

J.P. Béland (Montreal) 

R.G. Bernard (Montreal) 

J.G. Bisaillon (Montreal) 

R. Bodt (London, England) 

V.A. Brown * (Santo Domingo, 
Dominican Republic) 

J.H.G. Camiré (Montreal) 

A.M. Channell (Coral Gables, 
Florida) 

J.T. Clayden (Tokyo, Japan) 

A.E. Colling (Toronto) 

J.D. Davison (Toronto) 

W.R. Dinwoodie (Chicago) 

W.D. Dobson (Winnipeg) 

B.W. Dorset (Calgary) 

L.G. Edmonds (Vancouver) 

H.E. Elsie (Coral Gables, 
Florida) 

V.T. Forster (New York) 

G.F. Gaffney (Vancouver) 

L.K. Gieck (Calgary) 

W.H. Gilbert (Toronto) 

G.D. Gillespie (London, England) 

W.J. Grace (Toronto) 

J.A.R. Guay (Montreal) 


* Seconded Royal Bank Executive 
Officers 


R.F. Gulliford (Toronto) 

R.A.R. Haskins (Vancouver) 
R.F. Hemeon (Vancouver) 

J.E. Henry (Calgary) 

J.E. Johannesson (Toronto) 

A.L. Johnson (Toronto) 

K.N. Kikano (London, England) 
R.P. Lasnier (Montreal) 

E.W. Latimer (Burlington) 

J.Y. Lawrie (Singapore) 

J.M. Lejeune (Montreal) 

K.A. Littlewood (Edmonton) 
G.D. Loewen (Montreal) 

E.J. Lundy (Vancouver) 

I.A. MacKay (New York) 

A.S. MacNeill (Ottawa) 

A.A. McArthur (Houston, Texas) 
E.R. McCutcheon (New York) 
J.M. Messmer (Toronto) 

S.A. Middaugh (Halifax) 

W.T. Moodie (New York) 

W.R. Penner (Toronto) 

H.A. Philpott (Regina) 

M.D. Pollock (Vancouver) 

A.L. Pottle (Halifax) 

J.H. Prenger (Toronto) 

P.J. Rafuse (Toronto) 

D.L. Robertson (Toronto) 

M.J. Ross (New York) 

B. Schroder (Montreal) 

D.R. Séguin (Montreal) 

K.A. Smee (Toronto) 

R.J. Sutherland (Vancouver) 
G.G. Tallman (Calgary) 

A.L. Tower (Toronto) 

J.A.B. Townley (London, England) 
R.E. Travis (Winnipeg) 

J.B. Traynor (Toronto) 

J.A.W. Van Slyck (San Francisco) 
W.C. Watt (Regina) 


Subsidiaries & Affiliates * 

Senior Vice-Presidents 

A. Cravero (London, England) 

W.J. MacKay (Melbourne, 
Australia) 

A.A. Webb (Geneva, Switzerland) 

Vice-Presidents 

R.L. Arsenault (Montreal) 

M.A. Brennan (Sao Paulo, Brazil) 

J.R. Groves (Hong Kong) 

J.E.D. Lepage (Brussels, Belgium) 

R.H. Riviere (Melbourne, 
Australia) 

G.C. Tibbatts (Melbourne, 
Australia) 
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Head Office 

1 Place Ville-Marie 

P.O. Box 6001 

Montreal, Quebec 

Canada H3C 3A9 
———ssssss 
Canadian Field Headquarters 


Atlantic Provinces 
5161 George Street 
P.O. Box 1147 
Halifax, Nova Scotia 
B3J 2Y1 


Senior Vice-President 

and General Manager 

H.G. Buckrell 

140 branches 

(New Brunswick — 31, 
Newfoundland — 20, 
Nova Scotia — 83, 

Prince Edward Island — 6) 


Quebec 

5 Place Ville-Marie 
P.O. Box 6001 
Montreal, Quebec 
H3C 3A9 

Senior Vice-President 
and General Manager 
M.L. Turcotte 

201 branches 
(Quebec — 200, 
Northwest Territories — 1) 


E ROYAL 
GLOBAL 

Ontario 

20 King Street West 

Toronto, Ontario 

M5H 1C4 


Senior Vice-President 
and General Manager 
J.G. Macpherson 
537 branches 


Manitoba 

220 Portage Avenue 

Winnipeg, Manitoba 
RKC HAN) 

Senior Vice-President 

and General Manager 
J.B. McDonald 

100 branches 


Saskatchewan 
2010-11th Avenue 
Regina, Saskatchewan 
S4P 3A2 


Senior Vice-President 
and General Manager 
R.B. Robertson 

118 branches 


Alberta 

335 Eighth Avenue S.W. 
Calgary, Alberta 

TZP/2N5 

Senior Vice-President 

and General Manager 

W.J. McCartney 

164 branches 

(Alberta — 162, 
Northwest Territories — 2) 


British Columbia 
1055 West Georgia Street 


Vancouver, British Columbia 


V6E 385 


Senior Vice-President 
and General Manager 
T.W. Bleackley 

180 branches 

(British Columbia — 179, 
Yukon — 1) 


Domestic Subsidiaries and 
Affiliates 


Royal Bank Export Finance 
Co. Ltd. 

Royal Bank Venture Capital 
Limited 

Royal Bank Plaza 

200 Bay Street 

Toronto, Ontario 

M5] 2J5 


Royal Bank Mortgage Corporation 
Royal Bank Realty 

RoyLease Limited 

1 Place Ville Marie 

P.O. Box 6001 

Montreal, Quebec 

H3C 3A9 


RoyNat Ltd. 

620 Dorchester Boulevard West 
Montreal, Quebec 

H3B 1P2 


International 
Field Headquarters 


Asia Pacific 

18th Floor, Gloucester Tower 
The Landmark 

11 Pedder Street, Central 
G.P.O. Box 3302 

Hong Kong 

Senior Vice-President 


and General Manager 
V.G. McKay 


Europe, Middle East & Africa 
99 Bishopsgate 

London EC2M 3XO 

England, United Kingdom 


Senior Vice-President 
and General Manager 
W.C.C. Mackay 


BANK OF CANADA 
NETWORK 


Latin America & Caribbean 
2199 Ponce de Leon Boulevard 
Coral Gables, Florida 33114-3806 
U.S.A. 


Senior Vice-President 


and General Manager 
J.N.T. Rednall 


U.S.A. 

Park Avenue Plaza 

55 East 52nd Street 
New York, N.Y. 10055 
WESeAe 

Senior Vice-President 


and General Manager 
G.J. Johnson 


World Corporate Banking 
Field Headquarters 


Canada 

Royal Bank Plaza 
200 Bay Street 
Toronto, Ontario 
M5] 2J5 

Senior Vice-President 
W.J.H. Nimmo 


Europe 

99 Bishopsgate 

London EC2M 3XO 
England, United Kingdom 


Senior Vice-President 
J.H.E. Bolduc 


Japan 

14th Floor 

Hibiya Kokusai Building 
2-2-3 Uchisaiwai-Cho 
Chiyoda-ku 

€.P:©, Box 17709 

Tokyo 100 


Vice-President 
J.T. Clayden 


U.S.A. 

Park Avenue Plaza 

55 East 52nd Street 
New York, N.Y. 10055 
U.S.A. 


Senior Vice-President 
J.M. Walker 


Global Merchant Banking Units 


Canada 

Merchant Banking (Head Office) 
The Royal Bank of Canada 

200 Bay Street 

Royal Bank Plaza 

Toronto, Ontario 


Vice-President 
A.A. Bowbyes 


Merchant Banking (Canada) 
The Royal Bank of Canada 
200 Bay Street 

Royal Bank Plaza 

Toronto, Ontario 


Vice-Presidents 
B.D. Marshall 
A.G. van Schalkwyk 


Orion Royal Bank Limited 
Representative Office 
Suite 1300 

200 Bay Street 

Royal Bank Plaza 

Toronto, Ontario 


Representative 
H.E.T. Oddie 


Europe 

Orion Royal Bank Limited 
1 London Wall 

London EC2Y 5JX 


Deputy Chairman & Chief 
Operating Officer 

A. Cravero 

The Royal Bank of Canada 
(Channel Islands) Limited 
P.O. Box 48 

St. Julian's Avenue 

St. Peter Port, Guernsey 
Channel Islands 
Managing Director 

T.J. Betley 

Affiliate 

Kitcat & Aitken 

The Stock Exchange 
London EC2N 1HB 
Senior Partner 

P. Nuttall 


Asia Pacific 

Orion Royal Pacific Limited 
28th Floor, Alexandra House 
16-10 Chater Road 

Hong Kong 


Managing Director 
J.R. Groves 


Orion Royal Bank Limited 
Representative Office 
14th Floor 

Hibiya Kokusai Building 
2-2-3 Uchisaiwai-Cho 
Chiyoda-ku 

GROM709 

Tokyo 100 

Japan 

Chief Representative 

J. Fawthrop 

Affiliate 

Capel Court Corporation Limited 
425 Collins Street 
Melbourne, VIC 3000 


Managing Director 

R.B. Cullen 

Affiliate 

China Investment and Finance 
Limited 

2306-2309 Connaught Centre 
1 Connaught Place 

GPO Boxll5s09 

Hong Kong 


Managing Director 
R.B. Gray 


U.S.A. 

Orion Royal Inc. 

Park Avenue Plaza 

55 East 52nd Street 

New York, New York 10055 


President 

M.A. Watson 

RT PS EE ORS OS I 
Internationa! Business Units 


Antigua 

Branch 

25-26 High Street At Market 
P.O. Box 252 

St. John's 


Argentina 

Main Branch and Regional Office 
Florida 202 Esq. Cangallo 

Casilla de Correo 1899 

Buenos Aires 

(2 sub-branches in Buenos Aires) 
Representative Office 

Florida 234 Esq. Cangallo, 2° Piso 
Casilla de Correo 1899 

Buenos Aires 


Australia 

Affiliates 

National Mutual RBC Limited 
425 Collins Street 

Melbourne, VIC 3000 

Capel Court Corporation Limited 
425 Collins Street 

Melbourne, VIC 3000 


Bahamas 
Regional Office 
Beaumont House 
327 Bay Street 
P.O. Box N-7549 
Nassau, N.P. 


Main Branch 

P.O. Box N-7537 

323 Bay Street 

Nassau, N.P. 

(15 other branches/sub-branches in 
Bahamas) 

Subsidiaries 

Finance Corporation of Bahamas 
Limited 

Frederick House 

Frederick Street 

P.O. Box N-3038 

Nassau, N.P. 


The Royal Bank of Canada 
International Limited 
Beaumont House 

P.O. Box N-3024 

Nassau, N.P. 

Affiliate 

RoyWest Trust Corporation 
(Bahamas) Limited 

West Bay Street 

P.O. Box N-7788 

Nassau, N.P. 


Barbados 

Regional Office 
Broad Street 

P.O. Bag Service 1011 
Bridgetown 


Main Branch 

P.O. Box 68 

Broad Street 

Bridgetown 

(5 sub-branches in Barbados) 


Subsidiaries 

The Royal Bank of Canada 
(Barbados) Limited 
Trident House 

Lower Broad Street 

P.O. Bag Service 1022 
Bridgetown 


Royal Bank Trust Company 
(Barbados) Limited 

Trident House 

Lower Broad Street 

P.O. Box 626C 

Bridgetown 


Belgium 

Subsidiaries 

The Royal Bank of Canada 
(Belgium) S.A. 

RBC Trade Finance S.A. 
Rue de Ligne 1 

B-1000 Bruxelles 


Belize 

Branch 

60 Market Square 

P.O. Box 364 

Belize City 

(3 other branches in Belize) 
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Brazil 

Representative Office 

The Royal Bank of Canada 
Representacoes S/C Ltda. 
Av. Paulista 460, 16th Floor 
01310 Sao Paulo 

Subsidiary 

Banco Royal Do Canada 
(Brasil) S.A. 

Ay. Paulista 949 CJ. 121 
01311 Sao Paulo 


Main Branch 

Banco Royal Do Canada 
(Brasil) S.A. 

Rua 15 de Novembro 240 
Caixa Postal 8065 

01310 Sao Paulo 


Cayman Islands 
Branch 

P.O. Box 245 
Cardinal Avenue 
George Town 
Grand Cayman 
Affiliate 

RoyWest Trust Corporation 
(Cayman) Limited 
P.O. Box 707 
George Town 
Grand Cayman 


Channel Islands 

Subsidiaries 

RBC Investment Managers Limited 
P.O. Box 246 

Ann's Place 

St. Peter Port, Guernsey 


The Royal Bank of Canada 
(Channel Islands) Limited 

Orion Royal Bank (Guernsey) 
Limited 

The Royal Bank of Canada Trustees 
(Guernsey) Limited 

The Royal Bank of Canada Trustees 
(Jersey) Limited 

P.O. Box 48 

St. Julian's Avenue 

St. Peter Port, Guernsey 


China (People’s Republic of) 
Representative Offices 

Shenzhen 

Suite 1208 

International Commercial Building 
East Block 

Shenzhen 

Beijing 

Room 5086, Beijing Hotel 

Beijing 


Colombia 

Affiliate 

Banco Royal Colombiano 
Carrera 8 No. 14.45 
Apartado Aéreo 3438 
Bogota 5 


Commonwealth of Dominica 
Branch 

Bayfront 

P.O. Box 19 

Roseau 


France 

Subsidiary 

The Royal Bank of Canada 
(France) S.A. 

3, rue Scribe 

75440 Paris 

Cedex 09 


Germany (Federal Republic of) 
Subsidiary 

The Royal Bank of Canada A.G. 
P.O. Box 102247 

Bockenheimer Landstrasse 61 
D-6000 Frankfurt (Main) 1 


Greece 

Subsidiary 

Roy MidEast Limited 
Leoforas Kifissias 38 
Paradissos Amaroussion 
Athens 


Hong Kong 

Branch 

18th Floor, Gloucester Tower 
The Landmark 

11 Pedder Street, Central 
G.P.O. Box 3302 

Hong Kong 

Subsidiaries 

InchRoy Credit Corporation 
Limited 

3908 Windsor House 

311 Gloucester Road 

P.O. Box 31386 

Causeway Bay 

Orion Royal Pacific Limited 
28th Floor 

Alexandra House 

16-20 Chater Road, Central 


Royal Bank of Canada Trust Co. 


(Asia) Ltd. 

18th Floor, Gloucester Tower 
The Landmark 

11 Pedder Street, Central 
G.P.O. 3302 

Hong Kong 

Affiliate 

China Investment & Finance 
Limited 

2306-2309 Connaught Centre 
1 Connaught Place 

G.P.O. Box 11509 


Italy 

Representative Office 
Corso Matteotti 3 
20121 Milano 


Japan 

Branch 

14th Floor 

Hibiya Kokusai Building 
2-2-3 Uchisaiwai-Cho 
Chiyoda-ku 

C.P.O. Box 1709 

Tokyo 100 

Subsidiary 

Orion Royal Bank Limited 
Representative Office 
14th Floor 

Hibiya Kokusai Building 
2-2-3 Uchisaiwai-Cho 
Chiyoda-ku 

CAPOF 17.09 

Tokyo 100 


Korea 

Branch 

Kyobo Building 
7th Floor 
1-1,1-Ka, Chongro 
Chongro-Ku 
C.P.O. Box 5374 
Seoul 


Lebanon 

Subsidiary 

The Royal Bank of Canada 
(Middle East) S.A.L. 

Immeuble Hanna Ghantous & Sons 
First Floor 

Dora, Beirut 


Mexico 

Representative Office 
Apartado Postal 6-1020 
Hamburgo 172 

Piso 5 

Mexico 6 D.F. 


Montserrat 
Branch 
Parliament Street 
P.O. Box 222 
Plymouth 


Netherlands 

Subsidiaries 

RBC Finance B.V. 

RBC Holdings B.V. 

RBC Houdstermaatschappijj B.V. 
RBC Management Services B.V. 
Keizersgracht 604 

1017 EP Amsterdam 

Orion Leasing Nederland B.V. 
Herengracht 489 

1017 BT Amsterdam 


Panama 

Branch 

Avenida Manuel Maria Icaza No. 7 
Apartado H 

Panama 5 

Representative Office 

Avenida Manuel Maria Icaza No. 7 
Apartado H 

Panama 5 
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Puerto Rico 

Main Branch and Regional Office 
255 Ponce de Leon Avenue 

P.O. Box 819 

Hato Rey 

(4 other branches in Puerto Rico} 
Subsidiary 

Royal Bank de Puerto Rico 

654 Munoz Rivera Avenue 
G.P.O. Box 4208 

Hato Rey 

(16 other branches in Puerto Rico) 


St. Kitts 

Branch 

Fort & Bay Roads 
P.O. Box 91 
Basseterre 


St. Lucia 

Branch 

Boulevard & Laborie Streets 
P.O. Box 280 

Castries 


Singapore 

Branch and Asian Currency Unit 
140 Cecil Street #01-00 

PIL Building 

Singapore 0106 

Subsidiaries 

InchRoy Credit Corporation 
Limited 

230 Orchard Road #12-236A 
Faber House 

Singapore 0923 

Republic of Singapore 

The Royal Bank of Canada (Asia) 
Limited 

140 Cecil Street #16-01 

PIL Building 

Singapore 0106 

Republic of Singapore 


Spain 

Representative Office 
Paseo de la Castellana 51.3 
28046 Madrid 


Switzerland 

Subsidiary 

The Royal Bank of Canada (Suisse) 
Rue Diday 6 

Case Stand 130 

1211 Geneva 11 


Affiliate 

RoyWest Trust Corporation S.A. 
Lausanne 

C.P. 120, Avenue d'Ouchy 41 
1000 Lausanne 13 


Taiwan 

Branch 

8th Floor 

Tun Hwa Financial Building 
214 Tun Hwa North Road 
P.O. Box 81-775 

Taipei 100 


Thailand 
Representative Office 
4th Floor 

Cathay Trust Building 
1016 Rama IV Road 
Bangkok 5 


Trinidad 

Affiliates 

The Royal Bank of Trinidad and 
Tobago Limited 

3B Chancery Lane 

P.O. Box 287 

Port of Spain 

Royal Bank Trust Company 
(Trinidad) Limited 

3B Chancery Lane 

P.O. Box 1293 

Port of Spain 

The Royal Bank Mortgage and 
Finance Company Limited 

31 Frederick Street 

Port of Spain 


United Arab Emirates 

Branch 

P.O. Box 3614 

4th Floor 

Chamber of Commerce Building 
Deira, Dubai 


United Kingdom 

Main Branch 

6 Lothbury 

London EC2R 7JY 

(1 other branch in London) 


Subsidiaries 

Orion Royal Bank Limited 
Orion Leasing Holdings Limited 
1 London Wall 

London EC2Y 5JX 


The Royal Bank of Canada Forfait 
Finance Limited 

The Royal Bank of Canada Trade 
Finance Limited 

1 Seething Lane 

London EC3N 4BP 


The Royal Bank of Canada 
Holdings (U.K.) Limited 
99 Bishopsgate 

London EC2M 3XO 


Western Trust & Savings Limited 
The Moneycentre 

Plymouth PL1 1SE 

Affiliate 

Libra Bank PLC 

140 London Wall 

London EC2Y 5DN 


USA 

Branches 

Miami 

801 Brickell Avenue 
Suite 1001 

Miami, Florida 33131 


New York 
68 William Street 
New York, New York 10005 


Portland 

1515 South West 5th Avenue 
Suite 900 

Portland, Oregon 97201 


San Francisco 

101 California Street 
Suite 2000 

San Francisco, California 
94111-5880 


Representative Offices 
Chicago 

33 North Dearborn Street 
Suite 1200 

Chicago, Illinois 60602 


Dallas 

4380 Thanksgiving Tower 
1601 Elm Street 

Dallas, Texas 75201 


Denver 

1801 Broadway 

Suite 300 

Denver, Colorado 80202 


Houston 

Texas Commerce Tower 
Suite 6850 

600 Travis Street 
Houston, Texas 77002 


Los Angeles 

600 Wilshire Boulevard 

Suite 600 

Los Angeles, California 90017 


Pittsburgh 

600 Grant Street 

Suite 4970 

United States Steel Building 
Pittsburgh, Pennsylvania 15219 


San Francisco 

101 California Street 
Suite 2000 

San Francisco, California 
94111-5880 


Subsidiaries 

The Royal Bank and Trust 
Company 

68 William Street 

New York, New York 10005 


Orion Royal Inc. 

Park Avenue Plaza 

55 East 52nd Street 

New York, New York 10055 


Venezuela 

Representative Office 

Edificio Banco Royal 
Venezolano C.A. 

Piso 8 

Esquina de Animas y Avenida 
Urdaneta 

Apartado 1480 

Caracas 1010A 

Affiliate 

Banco Royal Venezolano C.A. 
Esquina de Animas y Avenida 
Urdaneta 

Apartado 1009 

Caracas 1010A 
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Stock Exchange Listings 


Canada: Montreal, Toronto, Vancouver, Winnipeg and 
Alberta Stock Exchanges 


U.K.: London Stock Exchange 
SNe 
Transfer Agent and Registrar 


Main Agent: 

Mailing Address: Montreal Trust 
Company of Canada 
P.O. Box 1900, 
Station ''B" 


Montreal, Quebec 
Canada H3B 3L6 


Street Address: 1 Place Ville Marie 
Montreal, Quebec 
Canada H3B 4A8 
Telephone: (514) 397-7000 
Telex: 055-61286 


Co-Agents (Canada) 
Montreal Trust Company of Canada 


Halifax, N.S. Toronto, Ontario 
1690 Hollis Street 15 King Street W. 
P.O. Box 2187 M5H 1B4 

B3J 3C5 


Regina, Sask. 
1908-11th Avenue 
P.O. Box 4500 
S4P 3W7 


Calgary, Alberta 
411-8th Avenue S.W. 
T2P1E7 


Winnipeg, Man. 
221 Portage Avenue 
P.O. Box 369 

R3C 2]1 


Vancouver, B.C. 
510 Burrard Street 
V6C 3B9 


Co-Agent (United Kingdom) 
The Royal Bank of Canada 
6 Lothbury 


London, England 
EC2R 7JY 


Shareholder Dividend and Share Purchase Plan 


Shareholders of record or beneficial owners of Common 
and/or of certain eligible series of preferred shares may enroll 
in the Plan. Participants in the Plan may elect to receive 
their dividends in the form of new Common Shares (stock 
dividends) or reinvest their cash dividends in new Common 
Shares. In both instances, the price of the new Common 
Shares is 95% of the average market price determined at the 
date of the dividend payment. Participants in the Plan may 
also make optional payments to purchase new Common 
Shares as frequently as once a month (on the Investment 
Date) for an aggregate amount up to Cdn. $7,500 per quarterly 
dividend period at 100 per cent of the average market price. 
Further information on the Shareholder Dividend and 
Share Purchase Plan may be obtained from the Manager, 
Shareholder Services, at the Bank's corporate headquarters. 


Direct Deposit Service 


Shareholders and debentureholders may also elect to have 
their dividends or interest deposited directly into their savings 
or chequing accounts at any financial institution which is a 
member of the Canadian Payments Association. To arrange, 
please write to the Manager, Shareholder Services, at the 
Bank's corporate headquarters. 


Institutional Investor, Broker, SecurityAnalyst Contact 


Institutional investors, brokers, security analysts and others 
desiring financial information about the Bank should contact 
the Manager, Investor Relations, at the Bank's corporate 
headquarters. 


Duplicate Annual Reports 


Some registered holders of shares of The Royal Bank of 
Canada might receive more than one copy of shareholder 
information mailings such as this Annual Report. While every 
effort is made to avoid duplication, if securities of the same 
class or series are registered in different names and/or 
addresses, multiple copies are forwarded. Shareholders 
receiving more than one copy are requested to write to the 
Manager, Shareholder Services, at corporate headquarters so 
that arrangements may be made to avoid duplicate mailings. 


Information concerning the Royal Bank and.its activities in 
Canada and abroad may be obtained from the Public Affairs 
Department at the Bank's corporate headquarters. 


Mailing Address: The Royal Bank of Canada 
P.O. Box 6001 

Montreal, Quebec 
Canada H3C 3A9 

1 Place Ville Marie 
Montreal, Quebec 
Canada 

(514) 874-2110 

055-61086 


Street Address: 


Telephone: 
Telex: 


The Branch to Branch Service design; CashCommand; The Royal Bank 
Client Card design; Compac; Personal Touch Banking; RoyFarm; 
Signature and The Calculator are registered trademarks of The Royal 
Bank of Canada. The Royal Bank of Canada is a registered user of the 
trademarks Visa and Refco. 


Credits 


Design: Taylor & Browning Design 
Associates, Toronto 


Photography: Cover, Editorial 

(pages 8-28)—Jim Allen, 

Jim Allen Photographics, Toronto; 
Editorial (page 29) - Edward Hillel, 

Montreal; 

Portraiture — Al Gilbert, FRPS, 

Toronto; Brian Willer, Toronto 


Translation: Translatec, Montreal 


Typography: Cooper & Beatty, 
Limited, Toronto; 
Typographic Centre, Montreal 


Colour Separations: Herzig 
Somerville Limited, Toronto 


Paper: Cover—10 pt. 

Phoenix Imperial Ivory Gloss 
Inside —90 lb. 

Phoenix Imperial Ivory Dull 
70 lb. Byronic Text Britewhite 


Printing: Arthurs-Jones 
Lithographing Ltd., Toronto 


La Banque Royale publie son 
rapport annuel en frangais et en 
anglais. Pour obtenir un exem- 
plaire de la version frangaise, 
veuillez écrire a: 


Service des affaires publiques 
La Banque Royale du Canada 
C.P. 6001 

Montréal (Québec) 

Canada H3C 3A9 
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